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HAROLD ADAMS INNIS 
Fifty-fourth President of the American Economic Association, 1952 


Harold A. Innis was born at Otterville, Ontario, Canada, on No- 
vember 5, 1894. He died at Toronto on November 8, 1952. After 
receiving his B.A. degree at McMaster University in 1916 and his 
M.A. in 1918, he went to the University of Chicago to continue his 
graduate work and received his Ph.D. degree there in 1920. Glasgow 
University awarded him an honorary LL.D. in 1948. 

In 1920, Dr. Innis became lecturer of political economy at the Uni- 
versity of Toronto, was advanced to an assistant professorship in 
1924, to an associate professorship in 1929, and to a full professorship 
in 1936. He was appointed head of the department in 1937 and dean 
of the School of Graduate Studies in 1947. These latter positions he 
held until his death. 

Professor Innis was a fellow of the Royal Society of Canada and 
corresponding member of the Royal Economic Society. He served as 
representative of the American Economic Association to the Social 
Science Research Council, 1947-52. 

An account of Harold Innis’ life and works may be found in the 
papers presented at the Memorial Session of the December, 1952, 
meetings and published in the March, 1953, issue of the American 
Economic Review. 


Number 54 of a series of photographs of past presidents of the Association. 
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HAROLD ADAMS INNIS* 
1894-1952 


I 


Canadian social scientists unanimously approved and rejoiced when 
this Association elected Harold Adams Innis as its president: they 
recognized alike the wisdom and the generosity of this action. Your 
election of the alien Innis was a finer tribute than my words can frame. 
It is my duty, however, to attempt to express the affection we had for 
him, and the intellectual and moral debt we owe to him, and to recall 
to mind some qualities of the man we honour in order that we may, to 
borrow words from an address in memory of Wesley Clair Mitchell 
delivered by Dr. Willits, “acquire increased strength and discernment 
for ourselves and others by contemplating the qualities which made 
him unique.” 

Harold Adams Innis was born on November 5, 1894, near the 
village of Otterville in southwestern Ontario. His was the rigorous 
educational experience of the son of the farm: chores, a walk to the 
station, a twenty-mile train journey to attend Woodstock Collegiate 
Institute, the return journey and again the chores. No wonder that he 
chose to quote these words of Leslie Stephen when he addressed the 
Conference of Commonwealth Universities in Oxford in 1948: “Recep- 
tivity of information which is cultivated and rewarded in schools and 
also in universities is a totally different thing from the education, some- 
times conferred even by adverse circumstances, which trains a man to 
seize opportunities either of learning or of advancement.” No wonder 
too that in the Report of the Manitoba Royal Commission on Adult 
Education he warned against evils of the examination system by which 
students are selected from the schools for admission to universities. 
“The results,” he said, “are evident in the success of students in large 

* The succeeding papers were presented at the memorial session in honor of the late 


President Innis held at the Sixty-fifth Annual Meeting of the American Economic Associa- 
tion, December 28, 1952. 
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cities and of middle-class parents. Uniformity of examination systems 
over wide areas involves wholesale discrimination against districts 
which cannot attract the best teachers or command the best equip- 
ment.” But it was not the injustice to individuals of such discrimination 
so much as the national loss that appalled him. “Any community,” he 
wrote, “has only a limited number capable of sustained mental effort. 
. .. A democratic society can thrive only by the persistent search for 
its greatest asset and by constant efforts to conserve, to encourage, to 
train, and to extend it. ... Universities must strive to enlist most active 
energetic minds to train most active energetic minds.” 

Harold Innis graduated from McMaster University as a Bachelor 
of Arts in 1916 and immediately enlisted as a signaller in the Fourth 
Battery of the Canadian Field Artillery. He served overseas and was 
wounded. He did not speak of these experiences but they were not for- 
gotten. Years later, in an address to students on Armistice Day, 1933, 
he said: “It has not been long since most of us have been awakened by 
nightmares of intense shell-fire, and even now the military bands played 
with such enthusiasm by young men are intolerable, and Armistice 
Day celebrations are emotionally impossible.” One suspects that the 
cruelty of army life was an important influence in solidifying his belief 
that the individual must be protected from the institution. Returning 
to Canada, still partially disabled, he was determined to continue his 
studies and determined that his field should be economics. He won his 
M.A. degree at McMaster in 1918, and went on to Chicago for his 
Ph.D. He was very fortunate in his choice of a graduate school for this 
was a great period in the history of a great university. Our chairman, 
Professor Chester Wright, was primarily responsible for his direction 
but Clark, Knight, Millis, Moulton and Viner were among the pro- 
fessors who stimulated, encouraged, and influenced him. Perhaps 
equally important were the students with whom he worked: of these I 
know he would have paid tribute to James Angell, Morris Copeland, 
Carter Goodrich, Walter Smith, Miss Cleona Lewis and Miss Helen 
Wright. His doctoral thesis, A History of the Canadian Pacific Railway, 
was published in 1923. 

Harold Innis was appointed to the staff of the University of Toronto 
in 1920 as a lecturer in the department of political economy. In that 
department he spent his whole professional career. In 1937 he became 
the fifth head of the department in succession to W. J. Ashley, James 
Mavor, R. M. MaclIver and E. J. Urwick. He was, it will be noticed, the 
first Canadian to hold that position. It is a department in which eco- 
nomic theory and economic history, political theory and government, 
sociology, and commerce are all included. The atmosphere of the 
department makes for breadth; the mere specialist would find it un-. 
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congenial. For Harold Innis this was the right kind of department in 
which to grow; for the department Harold Innis was pre-eminently the 
right kind of head. The economic historian became the social scientist, 
the social philosopher, the humanist. The strong historical tradition 
begun by W. J. Ashley was renewed and strengthened; but he was alert 
to the necessity of progress along theoretical lines too. It was this same 
breadth of scholarly vision that made appropriate his appointment in 
1947 as dean of the newly reorganized School of Graduate Studies, and 
in 1951 as chairman of a President’s Committee on the Humanities. 
This task unfortunately was unfinished. ; 

Harold Innis gave much thought to the réle of the University and the 
dangers that beset it. Its rdéle, he believed, was crucial for western 
civilization; anything that endangered it threatened that civilization. 
He closed an address to a wartime Convocation at the University of 
New Brunswick, after having been admitted to the degree of Doctor of 
Laws, honoris causa, with these words: 


As recent graduates, we dedicate ourselves afresh to the maintenance of 
a tradition without which western culture disappears. We pay tribute to 
the memory of those who fell in the last war, and of those who have fallen 
in this war, by the ceremonies in which we have participated. These cere- 
monies peculiar to an institution which has played the leading role in the 
flowering of western culture remind us of the obligation of maintaining 
traditions concerned with the search for truth for which men have laid 
down and have been asked to lay down their lives. 


At a similar ceremony at McMaster University he said: “You and I 
have become today members of a community which in a very real 
sense is the life of western civilization.” The dangers came from those 
who feared free inquiry, from the Church, the State, and from Business. 
“Business and political exploitation of universities by bribes,” he said 
in the address at McMaster, “reflects a complete inability to under- 
stand that universities honour donors and not donors universities. The 
impression that universities can be bought and sold, held by business 
men and fostered by university administrators trained in playing for 
the highest bid, is a reflection of the deterioration of western civiliza- 
tion. To buy universities is to destroy them and with them the civiliza- 
tion for which they stand.” There were, however, more subtle dangers 
within, especially related to the advance of science and the mechaniza- 
tion of knowledge. In a paper entitled “A Plea for Time” he wrote 
about the trend in universities to add courses because people like to 
_do them, because they will be useful to people after they graduate, 
because members of the staff like to give them, and because an addi- 
tional course means a larger department and a larger budget. 
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These tendencies reflect a concern with information. They are supported 
by the text-book industry and other industries which might be described 
as information industries. Information is provided in vast quantities in 
libraries, encyclopaedias, and books. It is disseminated in universities by 
the new media of communication including moving pictures, loud speak- 
ers, with radio and television in the offing. Staff and students alike are 
tested in their ability to disseminate and receive information. 


Later in the same paper he said: 


The blight of lying and subterfuge in the interest of budgets has fallen 
over universities, and pleas are made on the grounds that universities are 
valuable because they keep the country safe from socialism, they help the 
farmers and industry, they help in measures of defence. Now of course 
they do no such thing and when such topics are mentioned you and I 
are able to detect the odour of dead fish. Culture is not concerned with 
these questions. It is designed to train the individual to decide how much 
information he needs and how little he needs, to give him a sense of 
balance and proportion, and to protect him from the fanatic. 


Veblen in The Higher Learning in America was not more scathing; 
but Innis was perhaps more hopeful, and more helpful. For these are 
only his words. We who worked with him in the University can testify 
to deeds and to a powerful influence for good in the councils of the 
University, and above all in personal discussion. 

Harold Innis was a scholar of tremendous industry. Not content 
with books and documents he travelled all over the Dominion to get the 
feel of that economic life about which he wrote. Typical of such activity 
was his toilsome and dangerous journey down the Mackenzie River. 
I still remember his pleasure when he heard himself described as the 
best deck-hand in the North. His publications are so many that the 
preparation of a complete bibliography will require considerable work. 
The land marks were: The History of the Canadian Pacific Railway 
(1923), The Fur Trade in Canada (1930), Settlement and the Mining 
Frontier (1936), The Cod Fisheries (1940), and Empire and Com- 
munications (1950). Two volumes of collected papers from which many 
of the quotations in this tribute have come should be noted: Political 
Economy and the Modern State (1946) and The Bias of Communica- 
tion (1951). A final volume of essays, Changing Concepts of Time 
(1953) published a few days after his death is a monument to his — 
courage. He had revised the papers and read the proofs in spite of his 
illness. So had he driven himself all his life. Though his industry was 
tremendous, hard work never dulled his imagination. He knew the 
facts, and he recited them in his writings: but his was not that anti- 
quarianism, that “useless accumulation of useful facts,” which he 
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denounced. The contemplation of the facts led to penetrating insights. 

Dr. R. A. MacKay in a tribute in the Ottawa Citizen put it this way: 
Of a reflective, imaginative, and almost intuitive cast of mind, he had a 
singular capacity for seeing significant relationships between the material 
environment and ideas, and between facts themselves, which often escaped 
the more pedestrian scholar. . . . At times his original mind leaped great 
chasms to conclusions which more timid or less imaginative minds could 
not follow. 


Great and distinguished as was his contribution to scholarship 
through his own writing, perhaps even greater was his contribution 
through the development, stimulus, encouragement, support, and on 
occasion chastening, of his students, his colleagues in the University 
of Toronto, and his fellow workers in Canada and the United States, 
fellow workers not just in economic history but in all the social sciences 
and in the humanities too. George Ferguson writing in the Montreal 
Star did not exaggerate when he spoke of the “enormous influence” he 
exercized and when he went on to say: 

The man had power he did not know he had. The social scientists of 

Canada—and many men besides—were largely Innis men. Scarcely one of 

them but had not come under his purging, beneficent authority. He drove 

their minds relentlessly into new and deeper categories of thought. He 
praised them and scourged them for their own good, and only the incom- 

petents and the blind resented what he did. 


He had early realized the importance of communication among the 
social scientists of Canada, of ending the feuds and competition of the 
past and of beginning a period of friendly cooperation. One thing 
needed was a Journal. In 1928 he persuaded the University of Toronto 
to begin to publish at irregular intervals Contributions to Canadian 
Economics. He played an important part in the revival in 1929 of the 
Canadian Political Science Association and a crucial part in 1934 in 
the founding of the Canadian Journal of Economics and Political 
Science, to replace Contributions and the Proceedings of the Associa- 
tion, and to extend the possibility of publication. The Canadian Social 
Science Research Council was largely his creation: he was a member 
of its executive board in its formative years and its chairman from 1945 
to 1948. His part in the establishment of a parallel council for the 
humanities was important and crucial. In all these organizations he 
strove to ensure that they would give support to the individual scholar 
following his own line, and not distort the free growth of scholarship 
by bribing men to conform to the plans of others. 

On three occasions Harold Innis accepted appointments as Royal 
Commissioner: the Nova Scotia Reyal Commission of Economic In- 
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quiry (1934), the Manitoba Royal Commission on Adult Education 
(1946), and the Dominion Royal Commission on Transportation 
(1948-50). While his direct participation in the making of public 
policy was limited, he was deeply concerned and not uninfluential. But 
certain important attitudes should be noted. First, there was the duty 
of the scholar to the University to maintain his integrity, his independ- 
ence, his continued questioning. He was suspicious of scholars who 
played too large a part in public affairs. Second, his concern was not 
with the present—“real, insistent and complex”—not with months and 
years but with generations. One of the most dangerous trends of the 
time was that “foreshortening of practical prevision,” which was illus- 
trated by the readiness to accept Keynes’s quip, “In the long run we are 
all dead.” Third, there was the danger of a growing readiness to grasp 
at “solutions.” “As an economist,” he once said, “I am constantly faced 
with the extraordinary difficulty and complexity of the social sciences 
and constantly forced to admit defeat. If an economist becomes certain 
of the solution of any problem he can be equally certain that his solution 
is wrong.” Finally, what particularly appalled him was readiness to find 
solutions in planning and regimentation. There is a speech he made 
before the Board of Evangelism and Social Service of the United 
Church of Canada which contains much that I would like to quote; 
from it I select these passages: 


The discussion of questions which affect people’s lives must be carried 
on with great circumspection. I have had occasion recently to come in 
contact with two professions, the nursing and medical profession, and to 
be impressed again with the assumption that a long period of intensive 
training is essential to the preparation of individuals who are to be con- 
cerned throughout their careers with the handling of problems affecting 
people’s lives. I have been appalled on the other hand and by comparison 
with the cavalier fashion in which great numbers of people discuss the 
problems of managing people’s lives with almost no intensive training. 
Dale Carnegie’s How to Make Friends and Influence People is a symptom 
of a widespread interest in the technique of pushing people around. In uni- 
versities the rise of the social sciences and in particular the emphasis on 
business subjects, personnel management, industrial relations, social work, 
applied anthropology and so on point to the danger of forgetting that 
no one can undertake the task of pushing people around without a long 
period of intensive discipline and training, though in fairness it should 
be said there is a widespread appreciation of this danger. 


Later in the same speech he said: 


I have indicated the physician and the nurse as types of special disciplines 
that are necessary, people who respect the individual and know when to 
leave him alone, but first of all they know their subject thoroughly. But 
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skill and discipline are of little value unless the practitioners of good 
works are selected for their integrity and the high quality of their charac- 
ters. 


Harold Innis was the recipient of many honours, which he bore 
modestly, even apologetically. He was elected a Fellow of the Royal 
Society of Canada in 1934 and became president of that Society in 
1946. He was elected president of the Canadian Political Science 
Association in 1937. In 1942 he was elected president of the Economic 
History Association, succeeding Edwin F. Gay, the doyen of American 
economic history. In 1944 he was awarded the Tyrrell Medal of the 
Royal Society of Canada. In 1949 he was appointed Beit Lecturer in 
Oxford University and Stamp Memorial Lecturer in the University 
of London. Honorary degrees were conferred on him by the Univer- 
sities of Glasgow, Laval, McMaster, Manitoba,’ and New Brunswick. 

I should not leave with you this picture of the austere scholar with- 
out a word about the man. Professor Donald Creighton, an intimate 
friend over many years, described amas in a broadcast of the Canadian 
Broadcasting Corporation: 


The tall, slight figure, the unruly plume of hair, the genially sardonic 
smile were well known and well loved throughout Canada. To a whole 
host of admirers and disciples, he will be remembered not as a row of 
books, only partly personified, but as the most companionable and inter- 
esting of men. Nobody could relax more completely and wholeheartedly 
than this austere and tireless scholar: nobody ever got more interest 
and amusement out of a few minutes’ chat; or an hour’s gossipy con- 
versation, or a long evening’s talk ranging cheerfully and haphazardly 
over a great variety of books, and people, and places. He will be pleasantly 
remembered as he was on these occasions—sitting usually in a straight- 
backed uncushioned chair, tilting himself back occasionally and occasion- 
ally emphasizing a point in the argument with an awkward but expressive 
gesture of his long, strong hand. His study became a kind of clearing- 
house for the academic gossip of a large part of the English-speaking 
world. He had a great fund of stories, for men told their best anecdotes © 
in his presence, and his own humour was rich, and generous, yet delight- 
fully astringent. He was master of jocular irony and sly understatement. 
He could be sardonically funny at the expense of pretence, and pomposity, 
and complacence, particularly when they were cushioned in fatty deposits 


of wealth or position. He was good company—urbane, entertaining, 
stimulating. 


Mr. George Ferguson, another of his intimates, described “the relaxed, 
genial man whose entry into a room intensified the quality and gaiety 
of the day. He laughed easily, deep laughs from his heart, and he loved 
other men’s humor. His own was rich and sardonic. The help he gave 
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others he gave without measure or thought of return. His sense of 
personal dignity was not largely developed, though his deep sense of 
the integrity of freedom was unquestionable.” To these I add my testi- 
mony: This great scholar was a modest man with a great gift for 
friendship. Hard as he worked he never seemed rushed but he always 
had time to talk with his friends. He was a good listener; when he 
spoke his words were few but pointed. His handwritten notes of con- 
gratulations were treasured by those who received them. It was in an 
atmosphere of friendship that his great moral and scholarly influence 
was unobtrusively exercised. 
V. W. BLADEN 


University of Toronto 


II 


Arthur H. Cole observed recently that economic historians who 
achieve the presidency of this Association are much more than economic 
historians. Harold Innis like Edwin Gay was a man of wide interests and 
stimulating mind. His influence extends far beyond his writings and 
it would be unjust to him to stop with his written words. The following 
observations are based quite as much on conversations with him as on his 
published work; it is hoped that in this way some of the virtues of the 
oral tradition which he esteemed so highly may be preserved even 
though the written form win in the end. 

It was perhaps inevitable that from the beginning Dr. Innis should 
attack the problems of history on a broad front. Writing as a Canadian 
economic historian he was constantly faced with the fact that in 
Canadian development the strategic decisions, the shaping influences, 
had always to be sought outside the country’s political boundaries. 
Study of an economy so vulnerable to external forces made the writing 
of a national economic history out of the question. And there is the 
fact, too, that this history is marked by the absence of any break with 
European traditions, of alienation or turning back on the old world. 
Much of Canada’s economic history is simply an extension of European 
economic history; only over the past century has it become an extension 
of the economic history of the United States. 

Study of this “international” economy of Canada led him early in his 
work to the conclusion that ranking in importance and closely associ- 
ated with economic influences and pulls were cultural influences and 
pulls, and his interest in cultural relations is apparent long before he 
turned from “staples” to “communications.” In the shift of interest 
from pre-occupation with the trade routes of commerce to the trade 
routes of culture, from the exchange of staple commodities to the ex- 
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change of ideas or information, there is no suggestion of a break or loss 
of continuity in thought or interests. 

Another element of continuity in his work is apparent in his set of 
values, or more loosely, his likes and dislikes. There stands out in every 
phase of his activity—writings, lectures, departmental administration— 
an intense individualism, an almost obsessive preoccupation with the 
virtues of unrestrained exchange (whether reference be to commodities 
or ideas)—the spirit of free enquiry, the give-and-take of spontaneous 
discussion, faith in the creative powers of the individual left alone. 
There is the suggestion of “ideal type” method in his writings on the 
aggressive commercialism of the New England fisheries and trade in 
the North Atlantic and in his frequent references to the oral tradition of 
Greece. 

This attitude may be illustrated from his writings and is perhaps most 
clearly brought out in his dislike, even contempt, for the written tradi- 
tion, his fear of the written word as frozen, final; throughout there is 
apparent a constant struggle to break down this finality and to weaken 
or destroy the inherent tendency to monopoly of communications which 
he firmly believed to be a fatal defect of the written form. This helps 
to account for the absence of final or complete statement in his publica- 
tions, his impatience with orderly presentation or the continuous de- 
velopment of narrative, his technique of juxtaposing unlike elements as 
a means of seeking insights into process. He searched, probed, sought 
elements of strength and weakness, but nowhere gives any indication 
of interest in constructing a system, or a theory of historical change. 

Along with this individualism went an equally intense realism. There 
is no lack of awareness of' the weakness of small units, of maritime areas 
faced with the power of continents, or of the limitations of the city state. 
In the main his work centers on the history of bureaucracies, adminis- 
trative units in control of large territories, in short, empires in which 
centralized control of communications has been the rule rather than the 
exception. How to reconcile his set of values with the survival needs of 
large power structures was for him one of the crucial questions to be 
asked of history. He first raised this question, I think, in his study of 
the Northwest Company, a transcontinental fur trade organization, 
which in its failure to achieve a balance necessary to reconciliation of 
the demands of enterprising individuals in the trade with the stability 
requirements of the organization, bowed out to a power more successful 
in its handling of the problem. The same question is writ large in his 
reflections on the values of Greece in the world of Rome, and although 
little of this has appeared in print, in his frequent references to the 
amazing survival powers of the Byzantine Empire. He raises the ques- 
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tion again in his remarks on the United States in his recently published 
volume of essays, Changing Concepts of Time, whose subtitle might 
well have been “Washington, the Third Rome?” 

There is no suggestion that the problems he was concerned with are 
new problems or again, that his use of communications studies as a 
means of understanding different cultures and economies is uncommon 
among social scientists. What he did do in his examination of the com- 
munications networks of empires, the means or mechanisms by which 
ideas, information, orders, commands, are given or exchanged, was to 
give the whole a strongly historical.twist or bent and in doing so to 
greatly enlarge the area of enquiry both in space and in time. 

As I have indicated, there is a close and logical connection between 
his recent work on communications and his earlier studies in Canadian 
economic history. How he came to shift from concern with trade and 
staples to the stability conditions of empires is one of the few questions 
relating to his work in which a simple explanation seems to be adequate. 
As he put it in conversation, he set out to adapt the work of J. M. 
Clark and Thorstein Veblen to his own field of historical investigation— 
technology and the price system—unused capacity as a factor in eco- 
nomic history—and developed in the process tools which he put to 
highly profitable use. He employed these with great effect in his studies 
of the fisheries, the fur and timber trades, canal and railway develop- 
ments, the wheat economy of the prairies and the early industrialism of 
central Canada. It was when he turned to the new and more complex 
industrialism of hydro-electric power, pulp and paper, and new metals, 
that he felt the need of broadening his concepts, sharpening the old 
tools and devising new ones. 

More immediately, it was in his study of the pulp and paper industry 
that he was driven to consider that primary medium of communication, 
the newspapér, and its place in economic development. A reading of his 
articles on the newsprint industry and the press will bring out, I think, 
the growing recognition on his part that in a// his work communications 
had been, in fact, the unifying theme and that to continue in this direc- 
tion he had no recourse but to turn to the study of history of media of 
communications, their timing and their impact. In short, study of 
communications seemed to be the most effective approach to an under- 
standing of the larger environment of economic activity, and although 
he seemed to be moving a long way from matters normally the concern 
of economic historians, the economic element was never overlooked or 
forgotten. 

It was not much more than a decade ago that he embarked on this 
new venture, and his work over this period bears witness to his 
prodigious labors and his almost frightening self-sacrifice. When I ex- 
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pressed misgivings as to the risks involved in this move into the large 
and complex area of communication systems which extend into every 
avenue of human experience, an area, moreover, in which experts of 
every stripe and color had established strong vested interests, his reply 
was that in spite of the imperfections which were certain to be present 
in this working in strange territories, experts might put right what was 
wrong, and much more important, that it was high time that localized 
monopolies of knowledge held by antiquarians and others were broken 
down. 

It was perhaps inevitable that there should be misunderstandings and 
occasionally hostility, but there was cooperation too and a genuine and 
growing interest on the part of those who could help. And there were 
sufficient indications of awakening interest in alien quarters to make 
him reasonably certain, before his work was cut short, that the venture 
had not been in vain. I saw much of his correspondence over this past 
summer and can attest to this change, but I cannot help feeling that 
the years of the early 1940’s must have been for him very lonely years. 

In his later work, technology and pricing factors cease to provide the 
backbone of his enquiries and come to serve more and more as starting 
points. Major changes over history in the technology of communications 
are themselves culturally conditioned, and Innis’ writings on law, re- 
ligion and politics attest to the absence of the technological determinism 
with which he is sometimes charged; he was too aware of the close inter- 
relations of technology with institutions and physical environment to 
fall into this trap. In his analysis of the determinants of change in com- 
munications systems and the consequences of such change in specific 
cases there was one test of performance which he invariably applied, 
namely, the degree or extent to which these changes strengthened the 
element of monopoly in communications networks, or conversely, week- 
ened or destroyed obstacles to the free exchange of ideas or information. 
In his reflections on twentieth century industrialization of the means 
of communication in the United States, the arch-criminals are identified 
as vast monopolies of knowledge which, as he put it, threaten “a con- 
tinuous, systematic, ruthless destruction of elements of permanence 
essential to cultural activity” (Changing Concepts of Time, p. 15). 

The villain of the piece is bias in communications which in present- 
day North American culture is manifest in its fatal obsession with things 
of the present, its one-sided concern with the logistics of territorial con- 
trol (whether this be geographic area or markets), its reliance on politi- 
cal action for the solution of all ills. Changes in communication, both in 
form and content, have led to a neglect of problems of duration, stabil- 
ity, a neglect which has destroyed empires in the past. In his own 
words: 
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Shifts in new media of communication have been characterized by pro- 
found disturbances, and the shift to radio has been no exception. An 
emphasis on continuity and time, in contrast with an emphasis on space, 
demands a concern with bureaucracy, planning, and collectivism. Without 
experience in meeting these demands, and appeal is made to organized 
force as an instrument of continuity. . . . Lack of experience with prob- 
lems of continuity and empire threatens the Western world with un- 
certainty and war” (The Bias of Communication, pp. 188-89). 


The tragedy of Innis is the abrupt halt to work in process by one at 
the height of his powers. The loss is the greater because of the author’s 
attitude toward the written tradition, an attitude which makes prospects 
for completion of his edifice of thought by others exceedingly dim. 
Those familiar with his writings need no introduction to his method— 
the amassing, sifting of evidence, the intuitive flash with connection 
between fact and conclusion seldom clear, finally the process of working 
back, establishing the connection so that others may see, communicating 
more effectively with those who care to read. The brevity of this phase 
of increasing intelligibility may lessen the immediate impact of his 
thought and writings, but I doubt that it will reduce the force of impact 
in the long run, however long run be defined. 

There is one aspect of his later thought which should be stressed, 
and that is the tendency to turn more directly to consideration of the 
interrelations of economic and cultural elements. There are clear indi- 
cations in his more recent writings, including the unfinished paper that 
follows, and in conversations with him over the past year, of increas- 
ing concentration on the implications of changes in communications 
for economic thought and policy; questions concerning the consequences 
of disequilibrium in the communications area for the study of business 
disturbance, the strength of nationalism in economic writings (“What 
produces economists?”), bring out very clearly the direction in which 
he was proceeding at the end. 

Looking back on the course he pursued so steadily, I find it diffi- 
cult to escape the conclusion that some such road as that he followed is 
the road all economic historians will follow, if they go far enough. 

W. T. EasTERBROOK 

University of Toronto 


III 


It is not possible to discuss in a few pages Harold Innis’ contribution 
to scholarship. I can only hint at it. Perhaps I can best do that by 
acknowledging the great debt which The Rockefeller Foundation owes 
him. He, seconded by Anne Bezanson, a Canadian on this side of the 
border, guided our modest grants in Canada. 
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I never knew a person who cared more deeply for excellence than 
Harold Innis. I never knew a person who had a more catholic sense 
of what excellence consists of than Harold Innis. He understood, as 
few did, the difficulty and majesty of the task in the social sciences. 
To him, excellence started within the individual, with what he brought 
of himself to the task and with what he demanded of himself. Men who 
dipped from shallow pools or fetid pools had no standing with him. Only 
the best in quality of mind, in range of outlook, in diligence at getting at 
all the facts, and in integrity of scholarly spirit, was good enough for 
him. 

One of the privileges of being an officer of The Rockefeller Founda- 
tion is that such men as Innis so generously share their scholarship, 
their wisdom, their insight, and their integrity with us. Such counsel 
saves a foundation from the many mistakes that might arise from 
policies determined entirely from within. 

From here on I will speak to you in the words of Innis himself 
taken from letters written by him to Foundation officers between 1940 
and 1952. These words will, I think, remind us that Harold Innis was 
not merely a great social scientist; he was a humanist as well. 

The cultivated mind has been forfeited to the demand for superficiality; 

as a result, attempts to secure a proper perspective on life have been 
almost completely unsuccessful. 


There is no appreciation whatever of the philosophical problems of state- 
craft in a democratic society, simply an assumption that science can tell 
statesmen how to push people around without its being known that they 
are being pushed around. 

Your grant to economic history was a bold, imaginative stroke designed 
to check the obsession with the immediate which has become the most 
serious menace of social science and especially of economics. The struggle 
for a concern with time is a struggle against tremendous odds. In the 
general strategy, devices must be worked out which will enable scholars 
to concentrate on work involving a substantial part of their lives. 


As I indicated in conversation, I would hope that determined efforts could 
be made to prevent a further widening of the gap between the humanities 
and the social sciences and to bring them closer together. Failure to realize 
the significance of this problem implies sterility in both the humanities 
and the social sciences. One would hope that great — can be made to 
bring about a happier relation. 


Since seeing you, I have spent two or three days with university presidents 
at Hamilton—Canadian Universities Congress. Seriously, your plan of 
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starting a consultant job to pick university presidents ought to be put into 
effect immediately. 


In Canada, university presidents are in the habit of talking about the Arts 
courses, and at intervals of four or five years pulling the whole structure 
out by the roots, and looking at them, and then replanting them and 
wondering why they don’t flourish. If a university president would con- 
centrate on the very important job of making appointments and defending 
them after they are made, the Arts courses might have a chance, but 
apparently that is not enough and they must spend their time setting 
a bad example by tinkering with courses. 


I have been tempted to write a blast suggesting the inevitable defeat of 
American policy partly based on the problem of language and propaganda. 
It proved impossible for Germany, as it will prove impossible for any 
group, to penetrate the Russian language. But there are many other 
factors. I do not believe that American self-confidence is sufficient to 
admit of wise delayed moves. The interest in propaganda defeats a 
masterly waiting policy, and no people can be great unless they learn 
when not to do things and when to do them and to have the self-confi- 
dence enabling them to make decisions in their own way and in their own 
time. The Romans and the British to some extent learned this. 


I think there are dangers in the pretensions of precision. A friend of mine 
has been described as more anxious to be precise than accurate, and I 
suspect that we are in danger of this genetal disease in the social sciences. 
As Frank Knight put it, we deal in the averages of estimates and these 
are not very precise. But I am afraid we deal also in specific measure- 
ments and are greatly attracted to things which can be specifically 
measured. For all this, of course, there is a very important place, but it 
is a limited place, and its limits ought to be very carefully studied. 


I keep coming back to my own particular interests in what I laughingly 
call “research,” namely, the persistent tendency in the field of knowledge 
_and in the social sciences to build up monopoly or oligopoly situations. 
The literature builds up around the name of Keynes, or Marx, or some- 
one else, and everything else is dropped. A situation responsible for these 
tendencies is dangerous and comes a little short of dictatorship; that is, 
the difference between oligopoly and monopoly is not much, but it is 
important. What I am wondering about is whether we can reach a position 
in which there is continuous discussion of vital problems. Problems cease 
when they become unmanageable or monopolies. And this is why I would 
like to see the drift toward the humanities—namely, to recognize the 
intensive work which has been done over the centuries and not so com- 
pletely ignore it as is now done, or to put it in the form of first-year 
survey courses, which is probably worse. Such a drift might do something 
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to make one alert to the possibilities of the social science of totalitarian- 
ism which have become so threatening. 


I have just been to Chicago (A.E.A.) and have come away disappointed. 
Too many papers on legislation—really a small branch of the Bar As- 
sociation. Not a single comment from the floor on papers dealing with 
theory, suggesting that no one could understand highly mathematical 
papers read from the floor. Douglas gave a rather masterly presidential 
address. 


I have been struck by the interest in aggregates and averages and the 
consequent decline of interest in reforms. The new interest in mass ma- 
nipulation seems to be taking the zeal out of interest in reforms. In other 
words, reforms are now trivial matters and the concern is with legislation 
and administrative detail. 


The great problem in the American Economic Association is to check this 
tendency to splinter groups and to split up economic knowledge into little 
groups with vested interests of their own in publications, and in meetings, 
joint or otherwise. The prospect of emphasizing a theoretical, universal, 
and all-inclusive approach is, in consequence, very difficult. 


I could easily imagine Harold Innis saying to me the words once 
used by the late Robert Warren: “No economist is worth a damn if he 
doesn’t have integrity.” 

Whatever the influence of Harold Innis effectively touched, there 
was quality as a result. 

J. H. 

Rockefeller Foundation 


THE DECLINE IN THE EFFICIENCY OF INSTRUMENTS 
ESSENTIAL IN EQUILIBRIUM? 


Note: The untimely death of Professor Harold’ A. Innis on November 8, 1952 deprived 
this Association of the presidential address that he was to have delivered at the December 
1952 meetings—an address which all acquainted with him or his work knew would be 
not only humorous and filled with incisive comments but intensely thought-provoking. 
However, we do have a preliminary draft of the first portion of his intended address. It 
should be remembered that the portion printed here was written when he was extremely 
weak and often in much pain. No doubt it would have been extensively revised and more 
closely knit together had he survived to complete it. This fragment, though very typical 
of the author, is essentially introductory in character. It barely reaches the point where 
he begins to develop his real subject and does not make clear the main thesis he had 
intended to expound. Fortunately, however, during the summer, he had discussed his 
proposed address at considerable length with his oldest son, Donald Innis, who has kindly 
prepared the brief summary included here, covering the main points which his father had 
intended to develop. 


CHESTER W. WRIGHT 

When my friend Bob Coats as federal statistician became president 
of the American Statistical Association under circumstances similar to 
my own in relation to this Association, he compared himself to James 
VI of Scotland who became, as you remember, James I of England; 
and he drew interesting parallels between the interventions from the 
north to the south in the two cases. I am too aware of the ultimate fate 
of the Stuarts, in particular of Charles I, the son of James, to wish to 
press this comparison further. But I must begin this paper with remarks 
which may be helpful to you in explaining its contents. A social scientist 
in Canada can only survive by virtue of a sense of humor. (Stephen 
Leacock was a logical result.) He can scarcely fail to be amused by the 
goings on in this country and by the antics of Great Britain, or fail to be 
disturbed by a realization that he can do nothing about it. Occasionally 
he is described in after-dinner speeches as an interpreter between the 
two countries as though anyone could interpret for individuals who 
betray such unmistakable evidence of lunacy. In a sense, perhaps, a 
realization that he lives in such a large insane asylum may be an indi- 
cation of sanity, but it is unavoidable that he should have serious 
doubts about his own sanity. My old friend the late Professor Robert 
McQueen used to write from Winnipeg, half in earnest half in jest, 
“I’m depressed and fear I’m becoming known as a luncheon speaker. 
Can’t you do something to get me an honest job?” For these reasons the 


* Alternative titles on the manuscript are: “The Bias of Economics” and “The Menace 
of Absolutism in Time.” 
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social scientist must do his best to maintain a sense of humor or a sense 
of balance, and if he appears on occasion to strain for effects I hope 
he will be forgiven. It is dangerous to appear humorous at the expense 
of one’s elders or, as the Anglican prayer book has it, “one’s betters” 
and I hope that anything I have said will be accepted in the proper 
spirit. We can at least say that we have a properly developed inferiority 
complex and know our places. 

My appointment is a tribute to the toleration of the social sciences— 
a recognition of the capacity of a subject to overlook regions and 
. Nationalities and bifurcations within the social sciences even to the 
lowest stratum of the economic historian. An expression of this toler- 
ance has not been achieved without recognition of the importance of 
political devices in checking the disastrous effects of a majority vote 
with concentration on the election of representatives from densely 
populated areas. I know that someone will be muttering that majorities 
also have rights, and it may be that when that awful day of judgment 
arrives when someone writes a doctor’s thesis on the presidential ad- 
dresses of this Association, as has been done for the American Historical 
Association, the claims of majorities will be justified. 

The limitations of tolerance have of course been evident. Candid ob- 
servers have expressed regrets at the relative neglect of problems of eco- 
nomic theory or of universal problems and the increasing prominence of 
sessions concerned with specifically American problems—indeed 
specifically American legislation. Groups with specialized interests have 
hived off from the Association, including a group in which I have a 
special interest, namely economic history, and have set up their own 
side shows outside the main tent; or they have seen the space outside 
crowded and have preferred to carve out places for themselves within 
the main tent and form what a predecessor of mine has called splinter 
groups. The climax has perhaps been reached with the selection of a 
president from one such,group. The responsibility of the president for 
the general programme makes him aware of the difficulties he has cre- 
ated, partly through the warnings of his predecessors and partly through 
his own experience. In other words I am in the position of the man who 
was about to be hung; when he was asked whether he had anything to 
say, he replied “This will certainly teach me a lesson.” 

Having learned my lesson, I must begin by pleading for a general 
emphasis on a universal approach and by insisting as an economist 
that economic history is,primarily concerned with the task of extending 
the universal applicability of economic theory and of strengthening a 
central core of interest. In the words of Plato the task of all knowledge 
is to discover “the limits and proportions of things.”” The economic 
historian must test the tools of economic analysis by applying them 
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to a broad canvas and by suggesting their possibilities and limitations 
when applied to other language or cultural groups. How far, for ex- 
ample, are we justified in asking students from other societies essentially 
agricultural—let us say the Chinese—to conform to the tests applied 
in doctorate examinations primarily reflecting the characteristics of a 
system which has grown up in relation to an industrial society? The 
problem of semantics alone compels resort to the devices of the parrot 
in reliance on memory. Graham Wallas as a result of his wide experi- 
ence with Indian students has reminded us that the English language 
has only slight emotional associations for them, that examinations 
emphasize only phrases and words of books and that training in English 
for the Indian civil service probably produced results similar to the re- 
sults in the Chinese civil service.? 

Within the West itself the problem of communication is scarcely less 
acute. In European countries more profoundly influenced by canon law 
and Roman law the social sciences develop along different lines than in 
Anglo-Saxon common law countries. Talcott Parsons has suggested 
possible common ground but it may be questioned whether he recog- 
nized sufficiently the contrast between the work of Pantaleoni (and his 
emphasis on mathematical economics and in turn his influence on 
Pareto) and that of common law economists. The impact of Pareto’s 
training in engineering and in science was evident in a concern with 
the mathematical approach to the social sciences. In turn Pareto was 
compelled to write a sociology to accompany his rational approach— 
a phenomenon with little precedent in the Anglo-Saxon world. 

The problem of the application of theory becomes even more serious. 
The significance of language as a differentiating factor in Europe has 
probably increased with the telephone and radio. In turn statistics 
will vary in their significance as national groups, based to an important 
extent on language, tend to concentrate on the range of statistics which 
show their pre-eminence in various lines, particularly those which 
emphasize the largest elements or those increasing most rapidly in their 
societies. Progress has been defined as that kind of effort that can be 
measured in statistics. Statistics tend to take the heart out of mathe- 
matics. They are collected with relation to specific distinctive problems 
of states with different constitutions, federal and unitary. They are sup- 
pressed and distorted for military purposes and their value depends 
much on the literacy of the populations concerned. The significance of 
Keynesian economics to administrative systems limits possibilities of 
comparison. Statistical calculations which become a basis of national 
policy have implications for statistics compiled later in relation to the 
effects of the policy and make comparisons with other nations more 


* 7 he Art of Thought (London, 1926), p. 254. 
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difficult. Nature copies art. Monetary manipulations and tariff adjust- 
ments reflect and intensify the significance of vernaculars, particularly 
as effected by journalism and the radio and have their implications for 
statistics. We are familiar with the efforts of Colin Clark to overcome 
these difficulties but we can scarcely be unaware of the limitations of 
his work. An obsession with statistics determined by national boundaries 
increases the dangers of frictions of political entities. 

The significance of statistics will vary with attitudes toward the state. 
A census may be conducted for military purposes, and the scriptural 
injunctions against enumeration are not without foundation; or for 
purposes of more adequate distribution of tax and other burdens, in- 
cluding railway rates. In the patriarchal traditions of Roman law the 
state has been regarded as an instrument of oppression and the pro- 
posals of Marx and Lenin assumed a withering of this concept of the 
state and substitution of the worker for the bourgeoisie. The rapidity of 
the spread of capitalism reflects the character of the state. In Sweden 
and in Australia the industrial revolution was comparatively late with 
the result that a soft capitalism was accompanied by nationalization, co- 
operative movements and labour governments. In Russia the state as an 
instrument of power was used conspicuously to overcome the difficulties 
of the frontier, notably in building the trans-Siberian railway, and much 
the same might be said of Canada in extending railways to the Pacific. 

If we narrow our concern to countries in which common law plays 
an important réle we are by no means free of difficulties. The concept of 
possession in common law and in German law essential to the expansion 
of commerce and of economics in contrast with the concept of absolute 
ownership in Roman law is by no means a guarantee of uniformity. 
Bryce remarked that 


The more any department of law lies within the domain of economic 
interest, the more do the rules that belong to it tend to become the same 
in all countries, for in the domain of economic interest Reason and Science 
have full play. But the more the element of human emotion enters any 
department of law, as for instance that which deals with the relations of 
husband and wife, or of parent and child, or that which defines the free- 
dom of the individual as against the State, the greater becomes the prob- 
ability that existing divergences between the laws of different countries 
may in that department continue, or even that new divergences may _ 
appear.* 


Sir Frederick Pollock has pointed to the bias of the common law toward 
competition in that it must draw its resources from contentions between 
competitors. The character and frequency of disputes are important 
elements determining the profits of the legal profession. But Holmes 


* Bryce, Studies in History and Jurisprudence, Vol. I, p. 123. 
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has stated that a constitution “is not intended to embody a particular 
economic theory whether of paternalism and its organic relation of the 
citizen to the state, or of laissez-faire.” Pollock complained that case 
law had been largely modified by doctrines in favour among economists 
and publicists and that “judges ought to be very careful about com- 
mitting themselves to fashionable economic theories.”* Failure to pro- 
tect themselves was almost certain in his opinion to involve mistakes to 
be remedied by legislative amendment which is sure to be unsatis- 
factory. We may well ask how far economics has become an indication 
of the lag between case law and public opinion and how far legislation 
' is a result of the efforts of economists to hasten changes in case law. 
Certainly the enormous expansion of legislation reflects an unhappy 
relationship between economics and law. Many of you will be familiar 
with the problem of an economist who appears as a witness and who 
makes statements in a written brief which are regarded by lawyers as 
concessions to the enemy. In turn economists acting as arbitrators 
become annoyed with the tactics of lawyers and favour the appearance 
of concessions as an indication of truth. 

Changes in attitudes toward common law vary as between different 
countries and within the same country as between different periods, 
and will depend to an important extent on differences in the character 
of economic life particularly as reflected in the division of labour and 
in trade. These in turn will vary with the effectiveness with which in- 
formation can be made available regarding commodities to be ex- 
changed. Highly developed media of communication will become evi- 
dent in the emergence of organized exchanges but the effects of in- 
accurate and inadequate information will be apparent in outbursts such 
as the South Sea Bubble and the various phenomena described by 
Arthur H. Cole and Charles Mackay and such as appeared in real 
estate booms in the cities of this continent, especially in Western 
Canada, and in gold rushes. 

As information was handled more efficiently dangers of fanatical 
outbreaks became less acute. Quetelet in 1835 commented on the in- 
fluence of an expanding press in checking tendencies toward revolu- 
tion. It had “singuli¢érement contribué a faciliter la réaction et par 
suite 4 rendre les grandes revolutions 4 peu prés impossibles; elle 
presente cet avantage immense qu’elle ne permet pas aux forces de 
s’accummuler d’une maniére effrayante, et que la reaction se manifeste 
presque aussitét aprés l’action, quelquefois méme avant que I’action ait 
eu le temps de se propager.”” The invention of the telegraph and its 


* Pollock, Genius of the Common Law, p. 108. 
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rapid extension in continental land areas and in submarine cables 
enormously enhanced the availability and the accuracy of information 
for the purposes of trade. It fostered demands for the equalization of 
accessibility. Newspapers in Chicago, especially the Chicago Tribune, 
protested vigorously in the early ’sixties against the exploitation by 
New York interests of the difference in time between the two cities. 
Western papers were compelled to pay high rates for market reports 
controlled by New York interests in. the Associated Press of that day. 
The regional monopoly was gradually weakened in the latter half of 
the nineteenth century and came to an end finally with the formation of 
the Associated Press. 

By this time my bias will have begun to wear thin and in fairness I 
should indicate its character in so far as my limitations permit. I have 
been primarily interested in the economic history of Canada and in par- 
ticular factors which explain its peculiarities, especially the successive 
importance of staple raw materials to mention fur, fish, lumber, wheat, 
minerals and pulp and paper. I am concerned in this presidential 
address with the problems inherent in the pulp and paper industry as 
related to the production of information for purposes of trade and the 
efficiency of the price system. The industry occupies a peculiar posi- 
tion in that it is protected by the Bill of Rights in the American Con- 
stitution and by its possibilities of control over public opinion. Possible 
checks through the development of legislation in raw material produc- 
ing regions, for example the provinces of Canada, have been offset by 
vertical integration in which large American newspapers control their 
own industrial operations in Canada. 

The effects of the enormous expansion in the production of raw ma- 
terial following improvements in technology in the use of wood were 
evident in the sharp decline in prices of newsprint in the later part of 
the 19th century and in the expansion in the production of information 
by newspapers. The monopoly of the Associated Press evident chiefly 
in the control of morning and Republican newspapers was offset by 
the development of the Hearst Press and the International News Serv- 
ice and by the development of the cheap press concerned primarily with 
evening papers by the Scripps, McRae, Howard interests in the United 
Press. The impact on information can be suggested in one or two 
illustrations. Lowering of the price of the newspaper was dependent in 
part on the denominations of money used in various cities. In Chicago 
and in St. Louis the mint was persuaded to distribute quantities of pen- 
nies and department stores co-operated by advertising goods for odd 
amounts and thus hastening the use of small denominations. In San 
Francisco on the other hand Scripps papers were handicapped by 
customs continued from the gold rush period which implied refusal 
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to recognize small denominations. In the Yukon Territory as late as 
1926 coins smaller than 25 cents were regarded with disfavour. The 
drive for cheaper information regarding prices, especially in depart- 
ment stores, had important implications for the currency structure and 
for velocity of circulation. The broad implications of prices of newsprint 
for the distribution of information in large cities were paralleled by 
developments on a wider field. During the second world war high cable 
rates to Australia were reduced by subsidy and the position of Australia 
in the information field greatly strengthened whereas the high rates to 
Spain were said to play an important réle in keeping Franco out of 
the war. 

An increase in the circulation of newspapers and a policy of low fixed 
prices designed to facilitate increased circulation were paralleled by the 
increasing importance of advertising as a source of revenue and the 
necessity of developing policies to attract advertising. The newspapers 
played an important rdle in the building up of the great department 
stores as distributing organizations and also in changes in the methods 
of production. In England for example the Daily Mail® found itself 
faced with the problem of finding industries with a productive capacity 
adequate to the demands of purchasers created by advertising. Drapers 
as advertisers were limited by their capacities to supply particular 
articles. In a systematic search for industries with relatively inex- 
haustible capacities of production the Daily Mail concentrated on the 
building industry and on a system of advertising developed beyond the 
immediate possibilities of the paper itself. The Ideal Home Exhibition 
was organized to supplement the newspaper. The newspaper is con- 
cerned in a search for mass production industries to meet its advertising 
requirements. Its position leads it to take a critical attitude towards 
trusts’ as narrowing the market or towards the domination of govern- 
ment by powerful groups. Edward W. Bok concentrated his attention 
on the position of women as purchasers. He was said to have changed 
the physical appearance of domestic furniture, eliminated the parlor 
from domestic architecture and persuaded the Castles to introduce more 


and better dances.’ 
* * * * 
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COMMENT 


During the summer I talked to my father a good deal and on several oc- 
casions we discussed the subject of his presidential address to this Associa- 


*See Wareham Smith, Spilt Ink (London, 1932), pp. 67 ff. 
"For a discussion of the suit of Lever Brothers against Northcliffe see Smith, ibid. 


*Lloyd Morris, Postscript to Yesterday—the Last Fifty Years (New York, 1947), 
269-75. 


i 


HAROLD ADAMS INNIS 23 


tion. When I discovered that the notes which he left did not mention the 
subject which we had discussed I thought that I should offer to present some 
idea of what he had intended to say. I cannot, of course, present his idea as 
he would have presented it. I do not know what illustrations and stories he 
would have used nor can I imagine how his idea would have developed in 
the course of time. I shall try to present his idea with as few of my own 
thoughts as possible. 

As the subject of his address he wanted to consider the idea that America’s 
strongest tradition is that she has no tradition. America means the United 
States, but in most cases these remarks apply also to Canada. During our talks 
we often discussed my trip to Europe in the spring. I had been greatly im- 
pressed in Europe—especially in France where I spent most of my time— 
by the intense and active cultural life of the people. Plays, operas, symphonies, 
paintings, books and even movies seemed to be active media of communica- 
tion in France. People seemed to think in terms of these arts and they seemed 
to regard state-supported theatres, opera houses and radio networks as normal 
and useful parts of their society. I asked my father why people in North 
America don’t take much interest in these activities since they aspire to 
have a high level of culture. He said that Americans thought of these things 
as being connected with the old world and that Americans have been so 
anxious to be independent that they have given up a great many means of 
cultural expression. The American tradition involves a studied lack of interest 
in the culture of Europe. Actually, my father said, this lack of interest in the 
European traditions is in itself a tradition; and a tradition which consists of 
keeping oneself to oneself in both space and time is more stultifying than the 
traditions which Americans are trying to avoid. 

Americans do not like to have any links with the past. They want to be 
free to question any part of their culture at any time. They do not like to 
have a large body of accepted opinion however sensible it may be. Americans 
do not want to admit that there is anything in the past which is better than 
anything in the present. They refuse to learn anything from the older Euro- 
pean countries as these countries represent to Americans “the sort of thing we 
want to get away from.” Americans want to develop a new way of life on 
a new continent. 

The results of this desire for freedom from the past are in some ways 
unfortunate. My father regarded the media of communication of modern 
America as a sort of trap from which he could see no escape. In the field of 
education, for instance, a student who comes to a university is not presented 
with a body of knowledge which is considered to be fundamental to our 
society; he is encouraged to take a series of survey courses.. The American 
tradition maintains that people should not be pushed around but Americans 
are so afraid of this that even the dissemination of ideas and facts is looked 
upon as a sort of pressure which the student must resist and from which the 
professor must refrain. It is only in specialized fields that professors can act 
as authorities. For the body of culture which is common to all citizens there 
are no authorities and all opinions are of equal value. No matter how carefully 
and objectively a study of society may be done, anyone is free to dismiss it 
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as just another idea. The freedom of thought which is so dearly loved in Amer- 
ica can become freedom from thought. Politics and the arts are looked upon as 
subjects which may be interesting to some people and not to others. Sym- 
phonies and operas are produced for those who happen to be interested and 
are not thought of as expressing the culture of the country. 

If the student who would learn to know America should try to educate 
himself through books he will find that his attention is dispersed rather than 
concentrated on some central trends. The student will not find books which 
will tell him what kind of a country America is and how new inventions affect 
the American ideal. Americans seem to be convinced that America is so large 
and complicated that no generalization can hold true for it. Americans feel 
that they are free of traditions and they feel that their culture is broader in 
scope than that of any other country which has ever existed. The booksellers 
and makers of books reflect this feeling clearly. Books in America tend to 
spread one’s interests wider and wider. They do not comment on or add to a 
central theme which runs through American life. The attitude to be found in 
books on all sorts of subjects is that each book is a contribution in some small 
field which will interest specialists, but no book in America would claim to 
be of general interest and no writer would try to relate his book to the Ameri- 
can culture as a whole. Freedom to the American means refraining from trying 
to discover any of the enduring characteristics of American culture. The 
American doesn’t want to feel that he is committed to anything. Therefore his 
attention must always be shallow. The American student almost never finds 
his way out of this welter of superficiality by reading books. My father was 
very seriously annoyed about this. It made him feel angry and frustrated to 
hear the purveyors of education and information insisting on the importance 
of freedom of the press and of communication while using this same freedom 
to channel minds into the thin layer of contemporary froth which is the sub- 
ject of study in American books and schools. My father felt that it would be 
very difficult for Americans to realize the nature of their predicament. He 
did not see any method of escaping from a trap in which the media of com- 
munication are the stronghold of a dogma. 

Perhaps the lack of interest in gathering useful information from the past 
can be illustrated by referring to the réle of newspapers in our society. My 
father often remarked that newspapers and superficiality are synonomous. 
Newspapers must always produce something new and interesting and they 
must never seem to be interested in anything that is old. Newspapers cannot 
be concerned with origins nor with the foundations of society, so that the effect 
of newspapers on society must be to disperse attempts at profound thinking 
and attempts at building up a body of tradition. My father used to say that 
newspapers have to keep stirring up the animals. For a potential reader to be 
satisfied with the contemplation of a traditional body of culture is a very 
unsatisfactory state of affairs for a newspaper. Newspapers are concerned 
with the immediate present and the immediate future and their success reflects 
similar interests in a large part of the population. 

Radio programs reflect these tendencies and reinforce them even more. 
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Radio has no very long past and cannot be interested in evoking the past nor 
in showing the unity of past and present. 

To summarize these remarks—Americans tend to be interested primarily 
in the present and they do not like to rely on traditional solutions to such 
problems as present themselves. It might be more accurate to say that Ameri- 
cans think of themselves as trail blazers living in a world so new that traditions 
can be of little value. My father felt that this attitude was very dangerous 
because—in so far as it exists—it deprives Americans of any criteria by which 
they can judge the state of their country or compare it with other countries. 
When definitions of progress also progress there are no standards by which 
progress can be measured. George Orwell’s book 1984 describes a country in 
which the newspapers present each item of news as the fruit of progress which 
they depict as having always been aimed at this goal. 

My father thought that the origin of America’s conscious scorn for tradi- 
tion derives from the tradition of the frontier. The people of the United States 
have built up a new country in a new continent. Americans have become rich 
and contented by developing the resources of the new world and they have 
felt that they brought about this state of well-being by the work of their own 
hands. Americans have felt and still feel that they owe the old world nothing. 
Americans do not want to be interested in the continent from which they came. 
They refuse to compete with European countries in art or in any other tradi- 
tional means of expression. Thus the American tradition is to refuse to have a 
tradition. Instead of escaping from tradition America has developed and 
obeyed her own tradition slavishly. 

The American tradition of not being interested in the past has meant a 
concentration on immediacy. The range of interests and means of expression 
of modern American culture are severely limited by her refusal to be inter- 
ested in any media of communication which have been used before. America’s 
tradition will make it very difficult for her to go beyond the narrow range of 
interests which she has set for herself, but until she does go beyond these 
limits her culture must retain the difficulties and dangers which it now has. 

This idea, that America is blindly holding onto the tradition that she has 
no tradition, is the subject for a presidential address that my father and I 
discussed last summer. 

DoNALD INNIS 


THE MEANING OF UTILITY MEASUREMENT 
By ArMEN A, ALCHIAN* 


Economists struggling to keep abreast of current developments may 
well be exasperated by the resurgence of measurability of utility. 
After all, the indifference curve analysis was popularized little over 
ten years ago amidst the contradictory proclamations that it eliminated, 
modified, and strengthened the rdle of utility. Even yet there is con- 
fusion, induced partly by careless reading and exposition of the indif- 
ference curve analysis and partly by misunderstandings of the purposes 
and implications of utility measurement. This paper attempts to 
clarify the réle and meaning of the recent revival of measurement of 
utility in economic theory and of the meaning of certain concepts and 
operations commonly used in utility theory. 

Measurement in its broadest sense is the assignment of numbers to 
entities. The process of measurement has three aspects which should 
be distinguished at the outset. First is the purpose of measurement, 
second is the process by which one measures something, i.e., assigns 
numerical values to some aspect of an entity, and the third is the 
arbitrariness, or uniqueness, of the set of numerical values inherent 
in the purpose and process. In the first part of this paper we briefly 
explore the idea of arbitrariness or uniqueness of numbers assigned by 
a measurement process. In Part II we state some purposes of utility 
measurement. In Part III we examine a method of measuring utility, 
the purpose of the measurement and the extent to which the measure- 
ment is unique. In Part IV we look at some implications of the earlier 
discussion." 

* The author is associate professor of economics at the University of California, Los 
Angeles. He wishes to acknowledge gratefully the aid of Norman Dalkey and Harry 
Markowitz, both of The RAND Corporation. The patient explanations of Dalkey in 
answering innumerable questions overcame early impulses to abandon the attempt to 
understand recent utility literature. Markowitz detected several ambiguities and errors 


in earlier drafts of this exposition, Since neither has seen the final draft they must be 
relieved of responsibility for remaining errors and ambiguities. 


*The explanation assumes no mathematical background and is on an elementary level. 
This paper is not original in any of its ideas, nor is it a general review of utility and 
demand theory. It is merely a statement of some propositions that may help the reader 
separate the chaff from the wheat. It may even make clear to the reader, as it did to 
the writer, one meaning of utility. Most of the material presented here is contained in 
J. Marschak, “Rational Behavior, Uncertain Prospects and Measurable Utility,” Econo- 
metrica (April 1950), XVIII, 111-41, an article written for the mathematically mature. 
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I. Degree of Measurability 


The columns of Table I are sequences of numbers illustrating the 
concept of the “degree of measurability.” The entities, some aspect of 
which we wish to measure, are denoted by letters. Later we shall dis- 
cuss the meaning of these entities. Our first task is to explain the dif- 
ference between monotone transformations and linear transformations. 


TABLE I.—ILLUSTRATION OF TYPES OF MEASUREMENT 


Alternative Measures of “Utility” 


1 4 5 6 9 


1 11 3 
2 12 10 7 
3 13 14 13 
4 14 18 21 
5 15 22 31 
7 17 30 43 
11 21 46 57 
14 24 58 73 
16 26 66 91 
17 27 102 70 ill 


SS 


We shall begin with monotone transformations and then come to linear 


transformations via two of its special cases, additive and multiplicative 
constants. 


Monotone Transformations 


Let there be assigned a numerical magnitude (measure) to each 
entity concerned. For example in Table I, for the ten entities, A-J, 
listed in the extreme left-hand column, nine different sets of numbers 
are utilized to assign nine different numbers to each of the entities. If 
two sets of numbers (measures) result in the same ranking or ordering 
of the entities (according to the numbers assigned), then the two sets 
are monotone transformations of each other. In Table I it will be seen 
that all nine measures give the same ranking, thus all nine measures are 
monotone transformations of each other. If this property holds true | 
over the entire class of entities concerned, then the two measures are 
monotone transformations of each other for that class of entities. The 
possible set of monotone transformations obviously is very large. 


A bibliography is included, to which those who might wish to read more deeply should 
refer. Excellent starting points are M. Friedman and L. J. Savage, “The Utility Analysis 
of Choices Involving Risk,” Jour. Pol. Econ. (Aug. 1948), LVI, 279-304, and J. Marschak, 
“Why ‘Should’ Statisticians and Businessmen Maximize ‘Moral Expectation’?”, Pro- 
ceedings of the Second Berkeley Symposium on Mathematical Statistics and Probability 
(Berkeley, University of California Press, 1951), pp. 493-506. 
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Linear Transformations: Additive Constants 


We shall approach the linear transformation by considering two 
special forms. Look at the numbers in column 3. They are the same 
as those in 1 except that a constant has been added, in this case 5, #.e., 
they are the same “up to” (except for) an additive constant. The meas- 
ure in column 4 is equivalent to that in column 1 with 10 added. Col- 
umns 1, 3 and 4 are transforms of each other “up to” (by means of) 
additive constants. This can also be expressed by saying they are equiv- 
alent except for an additive constant. The term “up to” implies that we 
may go through some simpler types. For example, all the transforms 
up to an additive constant are also contained in the larger, less re- 
stricted class of possible transforms known as monotone transforms. 
An additive constant is a quite strong restriction, even though it may 
not seem so at first since there is an unlimited number of available 
constants. But relative to the range of possibilities in the general linear 
transformations this is very restrictive indeed. 


Linear Transformations: Multiplicative Constants 


_ Now look at column 5, It is equivalent to column 1 except for multi- 
plication by a constant, in this case, 2. Column 5 is a monotone trans- 
form of column 1, and it is also a “multiplicative by a constant” trans- 


form of column 1. Column 6 is column 1 multiplied by 6. Thus, while 
columns 1, 5 and 6 are monotone transforms of each other, they are 
also a more particular type of transform. They are transforms up to a 
multiplicative constant. These are special cases of linear transforma- 
tions which we shall now discuss. 


General Linear Transformations 


The numbers of column 7 are equivalent to column 1 except for 
multiplication by 2 and addition of 3. Letting y denote the numbers or 
“measures” in column 7 and x those of column 1, we have y = 2x + 3. 
Column 8 is derived similarly from column 1; the multiplier is 4 and 
the added constant is 2. Column 8 is given by 4x + 2, but a little 
inspection will show that column 8 can be derived from column 7 by 
the same process of multiplying and adding. In this case column 8 is 
obtained from column 7 by multiplying by 2 and adding — 4. Columns 
1, 7 and 8 are thus “linear transforms” of each other. This is also 
expressed by saying that they are the same measures “up to a linear 
transformation”; that is, any one of these measures can be obtained 
from any other one by simply selecting appropriate constants for mul- 
tiplication and addition. 

There is a particular property of the linear transformation that has 
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historical significance in economics. Look at the way the numbers 
change as one moves from entity to entity. For example, consider col- 
umns 1 and 7. The numerical change from entity E to entity F has a 
value of 2 in the measure of column 1, while in the measure of column 
7, it has a numerical value of 4. From F to G the change is 4 in measure 
1, and in measure 7 it is 8. If the increment is positive, it will be posi- 
tive in all sequences which are linear transforms of this particular se- 
quence. But this is true also for all monotone transformations—a much 
broader class of transformations or measures. Of greater significance, 
however, is the following attribute of linear transforms: if the dif- 
ferences between the numbers in one of the sequences increases (or 
decreases) from entity to entity, then the differences between the num- 
bers of these same entities in all of its lizear transformations will also 
be increasing (or decreasing). In general, the property of increasing or 
decreasing increments is not affected by switching from one sequence 
of numbers to any linear transformation of that given sequence. In 
mathematical terms, the sign of the second differences of a sequence of 
numbers is invariant to linear transformations of that sequence.’ The 
significance of invariance will be discussed later, but we should note 
that this property of increasing (or decreasing ) differences between 
the numbers assigned to pairs of entities is nothing but i increasing mar- 
ginal utility—if one christens the assigned numbers “utilities.” 


II. Purpose of Measurement 
Order 


In the nine columns of Table I are nine “different” measures of 
some particular aspect of the entities denoted A, B, C,... J. How dif- 
ferent are they? We have already answered this. Which is the “right” 
one? This depends upon what one wants to do with the entities and 
the numbers. It would be more useful to ask which one is a satisfactory 
measure, for then it is clear that we must make explicit for what it is to 
be satisfactory.* For example, if my sole concern were to predict which 
of the entities would be the heaviest, the next heaviest, etc., I could, by 
successively comparing pairs in a balancing scale, completely order the 
entities. [Having done so, I could then assign the numbers in amy one of 
columns 1 through 9] so long as I assign the biggest number to the 
heaviest, and so on down. This means that for the purpose of indicat- 
ing order, any one of the monotone transforms is acceptable. 


?In monotonic transformations the sign of the first differences only are necessarily 
left undisturbed. 

*A pause to reflect will reveal that there is a second problem besides that of deciding 
what “satisfactory” means. This second problem, which we have so far begged, is: “How 
does one assign numbers to entities?” It is deferred to the following section. 
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The remaining task is to determine whether the order is “correctly” 
stated; the fact that the order is the same, no matter which one of the 
above transforms is used, does not imply that the order is correct. What 
do we mean by “correctly”? We mean that our stated or predicted or- 
der is matched by the order revealed by some other observable order- 
ing process. You could put the entities on some new weighing scales 
(the new scales are the “‘test”), and then a matching of the order de- 
rived from the new scales with our stated order is a verification of the 
correctness (predictive validity) of our first ordering. Any monotone 
transform of one valid ordering number sequence is for the purpose in 
this illustration completely equivalent to the numbers actually used. 
That is, any one of the possible monotone transformations is just as 
good as any other. 

We may summarize by saying that, given a method for validly or- 
dering entities, any monotone transformation of the particular numeri- 
cal values assigned in the ordering process will be equally satisfactory. 
We may be technical and say that “all measures of order are equiva- 
lent up to (except for being) monotone transformations.” Or, in other 
words, a method of validly denoting order only, is not capable of 
uniquely identifying a particular set of numbers as ¢he correct one. Any 
monotonic transformation will do exactly as well. The degree of | 
uniqueness of an ordering can also be described by saying it is only as 
unique as the set of monotone transformations. Thus, we often see the 
expression that “ordering is unique up to a monotone transformation.” 


Ordering Groups of Entities 


But suppose our purpose were different. Suppose we want to be able 
to order groups of entities according to their weights. More precisely, 
suppose we want to assign numbers to each of the component objects 
so that when we combine the objects into sets or bundles we can order 
the weights of the composite bundles, knowing only the individually 
valid numbers assigned to each component, by merely adding together 
the numbers assigned to each component. And we want to be able to do 
this for any possible combination of the objects. Fortunately, man has 
discerned a way to do this for weights. The numbers which are assigned 
by this discovered process are arbitrary up to a multiplicative constant 
(of proportionality), so that the numbers could express either pounds, 
ounces, tons or grams. That is, we can arbitrarily multiply all the num- 
bers assigned to the various components by any constant we please, 
without destroying the validity of our resulting numbers for this par- 
ticular purpose. But we can not use any monotone transformation as we 
could in the preceding case where our purpose was different. 

If we were to add an arbitrary constant to each component’s indi- 


| 
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vidually valid numerical (weight) value we would not be able to add 
the resulting numbers of each component in order to get a number 
which would rank the composite bundles. Thus, the numbers we can 
assign are rather severely constrained. We can not use any linear trans- 
formation, but we can use a multiplicative constant, which is a special 
type of linear transformation. And if we were to “measure” lengths of 
items so as to be able simply to “add” the numbers to get the lengths 
of the items !aid end to end, we would again find ourselves confined to 
sequences (measures) with a multiplicative constant as the one avail- 
able degree of arbitrariness. 


Utility and Ordering of Choices 


The reader has merely to substitute for the concept of weight, in the 
earlier example about weight orders, the idea of “preference” and he is 
in the theory of choice or demand. Economics goes a step further and 
gives the name “utility” to the numbers. Can we assign a set of num- 
bers (measures) to the various entities and predict that the entity with 
the largest assigned number (measure) will be chosen? If so, we could 
christen this measure “utility” and then assert that choices are made so 
as to maximize utility. It is an easy step to the statement that “you are 
maximizing your utility,” which says no more than that your choice is 
predictable according to the size of some assigned numbers.‘ For ana- 
lytical convenience it is customary to postulate that an individual seeks 
to maximize something subject to some constraints. The thing—or nu- 
merical measure of the “thing”—which he seeks to maximize is called 
“utility.” Whether or not utility is some kind of glow or warmth, or 
happiness, is here irrelevant; all that counts is that we can assign num- 
bers to entities or conditions which a person can strive to realize. Then 
we say the individual seeks to maximize some function of those num- 
bers. Unfortunately, the term “utility” has by now acquired so many 
connotations, that it is difficult to realize that for present purposes 
utility has no more meaning than this. The analysis of individual de- 
mand behavior is mathematically describable as the process of maxi- 
mizing some quantitive measures, or numbers, and we assume that the 
individual seeks to obtain that combination with the highest choice 
number, given the purchasing power at his disposal. It might be harm- 
less to call this “utility theory.”” 


*The difficult (impossible?) psychological, philosophical step of relating this kind of 
utility to some quantity of satisfaction, happiness, goodness or welfare is not attempted 
here. 

*The author, having so far kept his opinions submerged, is unable to avoid remarking 
that it would seem “better” to confine utility “theory” to attempts to explain or discern 
why a person chooses one thing rather than another—at equal price. 
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Three Types of Choice Predictions 


Sure Prospects. Before proceeding further it is necessary to indicate 
clearly the types of choice that will concern us. The first type of choice 
is that of selecting among a set of alternative “riskless” choices. A risk- 
less choice, hereafter called a sure prospect, is one such that the 
chooser knows exactly what he will surely get with each possible choice. 
To be able to predict the preferred choice means we can assign num- 
bers to the various entities such that the entity with the largest as- 
signed number is the most preferred, the one with the second largest 
number is the next most preferred, etc. As said earlier, it is customary 
to christen this numerical magnitude with the name “utility.” 

An understanding of what is meant by “entity” is essential. An en- 
tity denotes any specifiable object, action, event, or set or pattern of 
such items or actions. It may be an orange, a television set, a glass of 
milk, a trip to Europe, a particular time profile of income or consump- 
tion (e.g., steak every night, or ham every night, or steak and ham on 
alternate nights), getting married, etc. Identifying an entity exclusively 
with one single event or action would lead to unnecessary restrictions 
on the scope of the applicability of the theorem to be presented later.° 

Groups of Sure Prospects. A second problem of choice prediction 
would be that of ordering (predicting) choices among riskless groups 
of entities. A riskless group consists of several entities all of which will 
be surely obtained if that group is chosen. The problem now is to pre- 
dict the choice among riskless groups knowing only the utilities as- 
signed to the individual entities which have been aggregated into groups. 
Thus if in Table I we were to assemble the entities A through J into 
various groups, could we predict the choice among these groups of 
entities knowing only the utility numbers that were assigned to the 
component entities for the purpose of the preceding choice problem? Of 
course we ask this question only on the assumption that the utilities 
previously assigned to the component entities were valid predictors of 
choice among the single sure prospects.’ 

Uncertain Prospects. A third type of problem is that of ordering 
choices among risky choices, or what have been called uncertain pros- 
pects. An uncertain prospect is a group of entities, only one entity of 


*For example, see H. Wold, “Ordinal Preferences or Cardinal Utility? (With Additional 
Notes by G. L. S. Shackle, L. J. Savage, and H. Wold)”; A. S. Manne, “The Strong 
Independence Assumption-Gasoline Blends and Probability Mixtures (with ‘Additional 
Notes by A. Charnes)”; P. Samuelson, “Probability, Utility, and the Independence 
Axiom”; E. Malinvaud, “Note on Neumann-Morgenstern’s Strong Independence Axiom,” 
Econometrica (Oct. 1952), NX, 661-79, 

"For an illustration of this problem of rating a composite bundle by means of the 
ratings of the ratings of the components, see A. S. Manne, of. cit. 
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which will be realized if that group is chosen. For example, an uncer- 
tain prospect might consist of a fountain pen, a radio and an automo- 
bile. If that uncertain prospect is chosen, the chooser will surely get 
one of the three entities, but which one he will actually get is not 
known in advance. He is not completely ignorant about what will be 
realized, for it is assumed that he knows the probabilities of realization 
attached to each of the component entities in an uncertain prospect. 
For example, the probabilities might have been .5 for the fountain pen, 
.4 for the radio and .1 for the automobile. These probabilities sum to 


TABLE II.—EXAMPLES OF UNCERTAIN PROSPECTS 


Probabilities of getting 


Uncertain Prospect 
Radio Automobile 


4 
30 12 
0 15 
.99 


1.0; one and only one of these entities will be realized. An uncertain 
prospect is very much like a ticket in a lottery. If there is but one prize, 
then the uncertain prospect consists of two entities, the prize or the 
loss of the stake. If there are several prizes, the uncertain prospect con- 
sists of several entities—the various prizes and, of course, the loss of 
the stake (being a loser). 

But there is another requirement that we want our prediction process 
to satisfy. Not only must we be able to predict the choices, but we 
want to do it in a very simple way. Specifically, we want to be able to 
look at each component separately, and then from utility measures 
assigned to the elements, as if they were sure prospects, we want to be 
able to aggregate the component utility measures into a group utility 
measure predicting choices among the uncertain prospects. For ex- 
ample, suppose the uncertain prospects consisted of a pen, a radio and 
an automobile as listed in Table II. 

Are there utilities which can be assigned to the pen, the radio and 
the automobile, so that for the purpose of comparing these four uncer- 
tain prospects the same numbers could be used in arriving at utility 
numbers to be assigned to the uncertain prospects? In particular, can 
we assign to the pen, the radio and the automobile numbers such that 
when multiplied by the associated probabilities in each uncertain pros- 
pect they will yield a sum (expected utility) for each uncertain pros- 
pect, and such that these “expected utilities’ would indicate pref- 
erence? 


| 
1 
2 .58 
3 .85 
4 .0 
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Before answering we shall briefly indicate why choices among un- 
certain prospects constitute an important class of situations. Upon re- 
flection it will be seen to be the practically universal problem of choice. 
Can the reader think of many cases in which he knows when making a 
choice, the outcome of that choice with absolute certainty? In other 
words, are there many choices—or actions—in life in which the conse- 
quences can be predicted with absolute certainty? Even the act of 
purchasing a loaf of bread has an element of uncertainty in its conse- 
quences; even the act of paying one’s taxes has an element of uncer- 
tainty in the consequences involved; even the decision to sit down has 
an element of uncertainty in the consequence. But to leave the trivial, 
consider the choice of qccupation, purchase of an automobile, house, 
durable goods, business ‘investment, marriage, having children, insur- 
ance, gambling, etc. ad infinitum. Clearly choices among uncertain 
prospects constitute an extremely large and important class of choices. 


III. Method of Measurement 


So far we have discussed the meaning and purpose of measurement. 
We turn to the method of measurement recognizing that for each type 
of choice prediction the method of measurement must have a rationale 
as well as a purpose. For a moment we can concentrate on the rationale 
which is properly stated in the form of axioms defining rational be- 
havior. 


Sure Prospects 


Let us start with a rationale for the first type of choice. We postu- 
late that an individual behaves consistently, i.e., he has a consistent set 
of preferences; that these preferences are transitive, i.e., if B is pre- 
ferred to A, and C to B, then C is preferred to A; and that these pref- 
erences can be completely described merely by attaching a numerical 
value to each. An implication of these postulates is that for such indi- 
viduals we can predict their choices by a numerical variable (utility). 
Asking the individual to make pairwise comparisons we assign numbers 
to the sure prospects such that the choice order will be revealed by the 
size of the numbers attached. The number of pairwise comparisons that 
the individual must make depends upon how fortunate we are in se- 
lecting the pairs for his comparison. If we are so lucky as first to pre- 
sent him a series of pairs of alternatives of sure prospects exactly 
matching his preference order, the complete ordering of his preferences 
will be obtained with the minimal amount of pairwise comparisons. 
Any numbering sequence which gives the most preferred sure prospect 
the highest number, the second preferred sure prospect the second high- 
est number, etc., will predict his choices according to “utility maximiza- 
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tion.” But any other sequence of numbers could be used so long as it is 
a monotone transformation of the first sequence. And this is exactly 
the meaning of the statement that utility is ordinal and not cardinal. 
The transitivity postulate enables this pairwise comparison to reveal 
the complete order of preferences, and the consistency postulate means 
he would make his choices according to the prediction. Thus if he were 
to be presented with any two of ten sure prospects, we would predict 
his taking the one with the higher utility number. If our prediction 
failed, then one of our postulates would have been denied, and our 
prediction method would not be valid. A hidden postulate is that the 
preferences, if transitive and consistent, are stable for the interval in- 
volved.* Utility for this purpose and by this method is measurable up 
to a monotonic transformation, i.e., it is ordinal only. 


Groups of Sure Prospects 


The second type of choice, among groups of sure prospects, can be 
predicted using the same postulates only if we treat each group of sure 
prospects as a sure prospect. Then by presenting pairs of “groups of 
sure prospects” we can proceed as in the preceding problem. But the 
interesting problem here is that of predicting choice among groups of 
sure prospects (entities) only by knowing valid utility measures for 


choices among the component sure prospects. Can these utility num- 
bers of the component entities of the group of sure prospects, which are 
valid for the entities by themselves, be aggregated to obtain a number 
predicting choice among the groups of sure prospects? In general the 
answer is “no.” Hence, although utility was measurable for the pur- 
pose of the kind of prediction in the preceding problem, it is not meas- 
urable in the sense that these component measures can be aggregated 
or combined in any known way to predict choices among groups of sure 
prospects. Utility is “measurable” for one purpose but not for the 
other.® 


*Some problems involved in this assumption and in its relaxation are discussed by 
N. Geogescu-Roegen, “The Theory of Choice and the Constancy of Economic Laws,” 
Quart. Jour. Econ. (Feb. 1950), LXIV, 125-38. . 

*It is notable that the usual indifference curve analysis is contained in this case. Any 
group of sure prospects (point in the xy plane of an indifference curve diagram) which 
has more of each element in it than there is in another group of two sure prospects, will 
be preferred to the latter. And further, if one group of sure prospects has more of one 
commodity than does the other group of sure prospects, the two groups can be made 
indifferent by sufficiently increasing the amount of the second commodity in the other 
group of sure prospects. The indifference curve (utility isoquant) approach does not 
assign numbers representing utility to the various sure prospects lying along either the 
horizontal or the vertical axis and then from these numerical values somehow obtain a 
number which would order choices among the groups of prospects inside the quadrant 
enclosed by the axes. 
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Uncertain Prospects 


We want to predict choices among uncertain prospects. And we want 
to make these predictions solely on the basis of the utilities and prob- 
abilities attached to the elements of the uncertain prospects. 

Without going into too many details an intuitive idea of the content 
of the axioms used in deriving this kind of measurability will now be 
given.'® For expository convenience the statement that the two entities 
A and B are equally desirable or indifferent will be expressed by 
A = B; if however A is either preferred to or indifferent to B, the 
expression will be A > B. 

(1) For the chooser there is a transitive, complete ordering of all the 
alternative possible choices so far as his preferences are concerned. 
That is ifC > Band B > A, then C > A. 

(2) If among three entities, A, B, and C, C > B, and B > A, then 
there is some probability value ~, for which B is just as desirable as the 
uncertain prospect consisting of A and C, where A is realizable with 
probability ~, and C with probability /-p. In our notation: if C > B 
and B > A, then there is some p for which B = (A, C; p), where 
(A, C; p) is the expression for the uncertain prospect in which A will 
be realized with probability p, and otherwise, C will be realized. 

(3) Suppose B = A, and let C be any entity. Then (B, C; p) = 
(A, C; p) for any p. In particular, if A = B, then the prospect com- 
prising A and C, with probability p for A and 1-p for C, will be just as 
desirable as the uncertain prospect comprised of B and C, with the 
same probability p for B, and 1-p for C. 

(4) In the uncertain prospect comprising A and B with probability 
p for A, it makes no difference what the process is for determining 
whether A or B is received, just so long as the value of p is not 
changed. Notationally, (A, B; ~:), B; pe) = (A, B; pi pe). 

To help understand what these axioms signify we give an example 
of behavior or situation that is inconsistent with each, except that I 
can think of no totally unreasonable behavior inconsistent with the 
first axiom. Behavior inconsistent with the second axiom would be the 
following: Suppose C is two bars of candy, B is one bar of candy, 
and A is being shot in the head. Form an uncertain prospect of C and 
A with probability » for C. If there is no p, however small or close to 
zero, which could possibly make one indifferent between the uncertain 


” This is the method developed by J. von Neumann and P. Morgenstern, The Theory 
of Games and Economic Behavior (Princeton University Press, 1944). A very closely: 
analogous method was suggested in 1926 by F. Ramsey, The Foundations of Mathematics 
and Other Logical Essays (The Humanities Press, N. Y., 1950), pp. 166-90. The neatest, 
but still very difficult, exposition is by J. Marschak, op. cit. Still another statement of 
essentially the same set of axioms is in Friedman and Savage, op. cit. 
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prospect and B, the one bar of candy, he is rejecting axiom (2). Are 
such situations purely hypothetical? 

The third axiom, sometimes called the “strong independence as- 
sumption,” has provoked the most vigorous attack and defense. So far 
no really damaging criticism has been seen. It takes its name from the 
implication that whatever may be the entity, C, it has no effect on the 
ranking of the uncertain prospects comprised of A or C and B or C. 
This kind of independence has nothing whatever to do with independ- 
ence or complementarity among groups of commodities. Here one does 
not receive both A and C, or B and C. He gets either A or C in one 
uncertain prospect, or he gets either B or C in the other. Even if A and 
C were complements and B and C were substitutes, the ordering would 
not be affected—this is what the postulate asserts.” 

Axiom (3) is inconsistent with a situation in which the utility of the 
act of winning itself depends upon the probability of winning, or more 
generally if probability itself has utility. For example, at Christmas 
time, one does not want to know what gift his wife is going to give him; 
he prefers ignorance to any hints or certainty as to what his gift will 
be. This is a type of love for gambling. Conversely, one may be in- 
different to whether he gets roast beef or ham for dinner, but he does 
want to know which it will be purely for the sake of knowing, not be- 
cause it will affect any prior or subsequent choices. 

Axiom (4) is inconsistent with a concern or difference in feeling 
about different ways of determining which entity in an uncertain pros- 
pect is actually received even though the various systems all have the 
same probability. For example, suppose an uncertain prospect had a 
probability of .25 for one of the entities. It should make no difference 
whether the probability is based on the toss of two successive coins 
with heads required on both, or whether it is based on the draw of one 
white ball from an urn containing one white and three black. But 
consider the case of the slot machine. Why are there three wheels with 
many items on each wheel? Why not one big wheel, and why are the 
spinning wheels in sight? One could instead have a machine with 
covered wheels. Simply insert a coin, pull the handle and then wait and 
see what comes out of the machine. Does seeing the wheels go around 
or seeing how close one came to nearly winning affect the desirability ? 
If observation or knowledge of the number of steps through which the 
mechanism must pass before reaching the final decision makes any 
difference, even if the fundamental probability is not subjectively or 
objectively affected, then axiom (4) is denied. 

Implied in the stated axioms is a method for assigning numerical 


™ See the literature listed in footnote 6. 
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utility values to the various component entities. The method is per- 
haps explained best by an illustration of the method using the entities 
of Table I. Take one entity, A, and one other, say B, as the two base 
entities. Between these two entities you choose B as preferable to A. 
Now I arbitrarily assign (i.e., choose any numbers I wish so long as 
the number for B exceeds that for A) the number 2 to B and some 
smaller number, say 1, to A. You then consider entity C, which you 
assert you prefer to A and to B. The next step is rather involved; 
I now form an uncertain prospect consisting of C and A. You are now 
offered a choice between B, a sure prospect, and the uncertain pros- 
pect comprised of “A or C”, where you get A or C depending upon the 
outcome of a random draw in which the probability of A is p, other- 
wise you get C. 

You are asked to, and you do, select a value of p which when con- 
tained in the uncertain prospect leaves you indifferent between B and 
the uncertain prospect, “A or C.’’”’ If p were set at nearly zero, you 
would choose the uncertain prospect, since C is assumed here to be 
preferred to A; choosing the uncertain prospect would mean that you 
would almost surely get C. The converse would be the outcome if p 
were set at nearly 1. Therefore, some place in between there is a value 
of p which would leave you indifferent between B and the uncertain 
prospect of “A or C.” After you indicate that value of p, I assign to 
the uncertain prospect the same number, 2, I did to B since they are 
equally preferred by you. 

Now we may determine a number for C by the following procedure. 
Treat the probability p, and its complement 1-p, as weights to be as- 
signed to the numbers for A and C such that the weighted sum is equal 
to the number 2, which has been assigned to the uncertain prospect. 
If, for example, you were indifferent when p was equal to .6, then we 
have the following definitional equation, where we let U(A) stand for 
the number assigned to A, U(B) for the number assigned to B, and 
U(C) for the number assigned to C: 


U(B) = p-U(A) + (1-p) U(C) 
U(B) — p-U(A 
= WC) = 355. 
(1-p) 


Using this convenient formula we can assign numbers to the entities 
D, E, F by appropriately forming uncertain prospects and letting you 
determine that value of p which produced indifference. These revealed 


“It is important to notice that the sure prospect must not be preferred to both of the 
components of the uncertain prospects, for in that event no probability value would 
induce indifference. 
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numbers will completely order the entities. If E has a larger number 
than G, E will be preferred over G. This assignment of numerical value 
is made, without ever comparing E and G directly. Each has been com- 
pared with a base entity. A brief pause to reflect will reveal that in 
this paragraph we have been specifying a convenient method for 
manipulating, or combining the “utilities” or “choice indicator num- 
bers” as well as specifying a process of attaching numbers (utilities) 
to the entities. 

It happens that if we insist on using the simple formula above, 
rather than some more complicated one, the numerical magnitudes 
assigned by this process are unique up to a linear transformation. For 
example, suppose that by our process of assigning numbers we obtained 
the set of numbers in column 3 of Table I for entities A to J. Now, in- 
stead of assigning 7 and 6 to B and A, had we decided in the first place 
to assign a value of 7 to entity B and a value of 5 to entity A, we could 
have obtained instead the sequence in column 7. Column 7 is a linear 
transformation of column 3. In other words, we may arbitrarily, at 
our complete discretion, assign numbers to two of the entities; once that 
has been done, our method will determine the remaining unique num- 
bers to be assigned. But all the various sets of numbers (utilities) that 
could have been obtained, depending upon the two initial numerical 
values, are linear transformations of each other. Thus, our measurement 
process is unique “up to” a linear transformation. 

If the preceding method of assigning numbers does predict correctly 
the choice a person actually makes among uncertain prospects, then 
we have successfully assigned numbers as indicators of choice prefer- 
ences. We have successfully measured utility and have done it with 
the convenient computational formula above. Furthermore, every 
linear transformation of our predicting numbers, “utilities,” would be 
equally valid—or invalid. 

In summary, (1) we have found a way to assign numbers; (2) for 
the way suggested, it so happens that the assigned numbers are unique 
up to linear transformations; (3) the numbers are convenient to 
manipulate. All this was implicit in our set of postulates. Before asking 
whether the numbers predict actual behavior, we shall discuss some 
side issues. 


Diminishing or Increasing Marginal Utility 

Recalling our earlier exposition of the mathematical properties of 
linear transformations, we see that in all of the columns (except 2 and 
9 which are not linear transformations of the others) the pattern of 
increments between the numbers assigned to entities is similar. For 
example, between pair H and I on scale 7 the increment is 4 and be- 
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tween pair I and J it is 2. Moving from H through I to J we have a 
diminishing increment in the numerical magnitudes assigned. In more 
familiar terminology we have diminishing marginal utility among H, 
I and J.’* Similarly, all the linear transforms of scale 7 will retain this 
diminishing marginal utility over the range of entities H, I and J. And 
the suggested way of assigning numbers to the component entities as- 
signs numbers (utilities) which are equivalent up to a linear trans- 
formation; that is, any one of the linear transformations will be just 
as good—for our purposes—as any other of them. By implication we 
can determine whether there is diminishing or increasing marginal 
utility. 


Maximization of Expected Utility 


By this method of assigning utilities we have ordered all the entities. 
However, our purpose was more than this; otherwise the uniqueness 
of the numbers up to a linear transformation would have been an un- 
necessary restriction. As we know, any monotonic transformation would 
leave order unaffected. The linear transformation restriction is im- 
posed by our desire to predict choices among uncertain prospects from 
the utilities and probabilities of the component entities and to do it in 
a convenient form, viz., according to maximization of expected utility."* 

Implied in our set of postulates is not only the preceding method of 
assigning numbers for utilities but also (in fact the two are merely two 
aspects of the same implication) a method for combining the utilities 
of the component entities into a utility number for the uncertain 
prospect. ‘ 

This method is based on the implication that a person who behaves 
according to the axioms will choose among uncertain prospects ac- 
cording to expected utility. Expected utility is merely the sum of the 
weighted utilities of the components of the uncertain prospects -where 
the weights are the probabilities associated with each component. In 
symbolic form 


U(A or B, p) = p U(A) + (1-p) U(B) 


where the expression U(A or B, p) denotes the utility of the uncertain 
prospect of entities A and B in which A will be received with proba- 
bility ,-and B otherwise. For example, we could from any one of our 
measures in Table I (except columns 2 and 9) predict what one would 
do when faced with the following choice: he is presented first with an 


“More strictly we should also have some scale for measuring the amount of H, I and 
J, either in weight or volume, etc. While the process for assigning these scales also is a 


complex one, we may pass over it in order to concentrate upon the “utility” measure. 
“Tt is not dictated by any nostalgia for diminishing marginal utility. 


ALCHIAN: THE MEANING OF UTILITY MEASUREMENT 41 


uncertain prospect containing entities B and C. If he chooses this 
prospect, his probability of getting B is one-half; otherwise, he will get 
C. The other uncertain prospect which he is offered contains entities 
A and E, and if he chooses this prospect his probability of getting F 
is one-fourth—otherwise, he gets A. Our individual will choose the first 
prospect, no matter which of our acceptable measures we use. We ob- 
tain this prediction by multiplying (weighting) the “utility” measures 
of each entity in each prospect by the probability of that entity. If we 
use the utility measure of column 8, we have for the first prospect 
(% X* 14) + (% X 10) = 12, and for the second prospect, (34 X 6) 
+ (% X 22) = 10. The first prospect has the larger expected “utility” 
and will be chosen.’ How can we justify this procedure of adding the 
products of probabilities and “measures of utilities” of entities in an 
uncertain prospect and calling the result “the utility” of the uncertain 
prospect? The axioms of human behavior on which it is based are those 
which earlier gave us the procedure for “measuring utility” up to a 
linear transformation."® 

Another way to express this implication that a rational person 
chooses among uncertain prospects so as to maximize expected utility is 
in terms of the implied shapes of indifference curves in the plane of 
probabilities of the various components of the uncertain prospects. 

Suppose that I am indifferent between receiving a watch and re- 
ceiving $30.00. In Figure 1a, the horizontal scale measures the proba- 
bility with which I will get $30.00 and the vertical axis measures the 
probability with which I will get the watch. The origin represents the 
point at which I am sure to get nothing. The point W on the vertical 
axis presents the situation in which I am sure to get the watch and not 
get the $30.00. The point M on the horizontal axis represents the situa- 
tion in which I am sure to get the money and am sure not to get the 
watch. A straight line drawn from W to M represents all the various 
uncertain prospects in which I might get the watch or I might get the 
money, where the probabilities are given by the horizontal distance for 

* If column 9 had been used, the chooser would have been declared indifferent, i.e., 
the two combinations have ecaual utility. This is inconsistent with the utility value 
and predictions derived from the measures in the other columns. 

*Tf our task is merely to order choice among the uncertain prospects, we could, after 
obtaining the expected utility of the prospect, obviously perform any monotonic trans- 
formation on it without upsetting the order of choices among the uncertain prospects. 
However, there seems little point in doing so, and there is good reason not to do so. In 
particular one might wish to predict choices among groups of uncertain prospects where, 
in each group of prospects, the entities are themselves uncertain prospects. This combina- 
tion of several uncertain prospects into one resultant uncertain prospect is a consistent 
operation under the preceding postulates, and the utility measures attached to it will 
have an implied validity if the utility measures attached to the component prospects, 
derived in the manner indicated earlier, are valid. 
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the money and the vertical distance for the watch. Thus, the point P 
represents the prospect in which I will get the watch with probability 
*% or otherwise the money (with probability 4). The preceding axioms 
imply that this straight line is an indifference line or utility isoquant. 
In other words, the utility isoquant is a straight line in the space of 
probabilities, in this case a straight line from one sure prospect (the 
watch with certainty) to the other equally sure prospect (the $30.00 
with certainty). 

The straight line utility isoquants need not go from sure prospect to 
sure prospect, as can be seen from a second example. Suppose that I am 
Probability Probability 


of getting a of getting a 
Wotch Typewriter 


1.00 1.00 


‘ 1.00 
Probability of getting $ 30 Probability of getting $30 


Fic, la Fic. 1b 


indifferent between receiving $30.00 with certainty (sure prospect of 
$30.00) and the uncertain prospect in which I will get a particular type- 
writer with probability .6 and nothing with probability .4. In Figure 
1b, this latter uncertain prospect is T on the vertical axis. Since I am 
indifferent between this uncertain prospect T and the $30.00 with cer- 
tainty (point M) a straight line, TM, is a utility isoquant, and all 
prospects represented by the points on that line are indifferent to me— 
have the same utility. In summary, in any such figure, a straight line 
through any two equally preferred prospects will also contain all pros- 
pects (certain and uncertain) that are equally preferred to the first 
two. This can be generalized into three and more dimensions in which 
case the straight line becomes a plane surface in three or more dimen- 
sions. 

The additivity of the simple weighted (by probabilities of the com- 
ponents of the entities) “utilities” enables us to call this composite 
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utility function a linear utility function. This means that the measure 
of “utility” of uncertain prospects (in a probability sense) of entities is 
the sum of the “expectation” of the “utilities” of the component enti- 
ties; it does not mean that our numerical numbers (measuring utility) 
assigned to the entities are linear functions of the physical amounts 
(e.g., weights or counts) of the magnitude entities. Here linearity means 
that the utility of the uncertain prospects is a linear function of the 
utility of the component entities; incidentally the utility function is 
also a linear function of the probabilities of the entities. 


IV. Validity of Measurement 


Has anyone ever succeeded in assigning numbers in this way and 
did the sequence based on past observations predict accurately the 
preferences revealed by an actual choice among new and genuinely 
available prospects? The only test of the validity of this whole pro- 
cedure, of which the author is aware, was performed by Mosteller and 
Nogee.** 

The essence of the Mosteller-Nogee experiment was to subject ap- 
proximately 20 Harvard students and National Guardsmen to the type 
of choices (indicated above on pages 37-39 required to obtain a 
utility measure for different entities. In the experiment, the entities 
were small amounts of money, so that what was being sought was a 
numerical value of utility to be attached to different amounts of 
money. After obtaining for each individual a utility measure for vari- 
ous amounts of money, Mosteller and Nogee predicted how each in- 
dividual would choose among a set of uncertain prospects, where the 
entities were amounts of money with associated probabilities. Although 
some predictions were incorrect, a sufficiently large majority of correct 
predictions led Mosteller and Nogee to conclude that the subjects did 
choose among uncertain prospects on the basis of the utilities of the 
amounts of money involved and the probabilities associated with each, 
i.e., according to maximized expected utility. Perhaps the most impor- 
tant lesson of the experiment was the extreme difficulty of making a 
really good test of the validity of the implications of the axioms about 
behavior. 

Whether this process will predict choice in any other situation is 
still unverified. But we can expect it to fail where there are pleasures 
of gambling and risk-taking, possibly a large class of situations. Pleas- 
ures of gambling refers not to the advantages that incur from the possi- 
bility of receiving large gains, but rather to the pleasure of the act of 
gambling or act of taking on extra risk itself. There may be an 


"F. Mosteller and P. Nogee, “An Experimental Measurement of Utility,” Jour. Pol. 
Econ. (Oct. 1951), LIX, 371-404. 
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exhilaration accompanying sheer chance-taking or winning per se as 
distinct from the utility of the amount won. Even worse, the prefer- 
ence pattern may change with experience. 


V. Utility of Income 


We can conclude our general exposition with the observation that 
although the preceding discussion has referred to “entities” we could 
have always been thinking of different amounts of income or wealth. 
The reason we did not was that we wanted to emphasize the generality 
of the choice problem and to emphasize that utility measures are essen- 
tially nothing but choice indicators. However, it is useful to consider 
the utility of income. How do the numerical values (utilities) assigned 
by the preceding method vary as income varies? Now this apparently 
sensible question is ambiguous, even after our preceding discussion 
which we presume to have eliminated confusion about the meaning of 
“measurability of utility.” For the question still remains as to whether 
the utility measure assumes (1) a utility curve that stays put and 
along which one can move up and down as income varies; or, (2) a 
utility curve whose shape is definable only on the basis of the current 
income as a reference point for change in levels of income. The former 
interpretation emphasizes dependence of utility on levels of income, 
while the latter emphasizes the dependence of utility on the changes in 
income around one’s present position. 

The most common type of utility curve has been one whose shape 
and position is independent ‘of the particular income actually being 
realized at the time the curve of utility of income is constructed. For 
example, Friedman and Savage draw a utility curve dependent pri- 
marily upon levels of income rather than upon changes in income, and 
it is presumed that individuals choose as if they were moving along that 
curve.’* The generic shape of the curve postulated by Friedman and 
Savage is shown in Figure 2.'* This shape is supposed to explain the 
presence of both gambling and insurance. How does it do this? 

Reference back to our method of predicting choices among un- 
certain prospects reminds us that choices will be made so as to maxi- 
mize expected utility. A graphic interpretation is very simple. In 
Figure 2, let the income position now existing be A; let the individual 
be faced with a choice of staying where he is, or of choosing the un- 
certain prospect of moving to income position B with probability .999 
or of moving to income position C with probability .001. Position A 
represents paying fire insurance, while positions C and B form the 
uncertain prospect where C is the position if a fire occurs with no 
insurance and B is the position if no fire occurs with no insurance. 

* Op. cit. 

* The utility curve is unique up to a linear transformation. 
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Will he choose the uncertain prospect or the sure position A? The 
basis for the choice as implied in our postulates can be described 
graphically as follows: From point B’ draw a straight line to point C’. 
This straight line gives the expected utility of all uncertain prospects 
of the incomes B and C as the probability attached to C varies from 
zero to one. The point on this straight line yielding the expected utility 
of our uncertain prospect can be found by computing the expected 
income, D, and then rising vertically to point D’ on the straight line 


Utility 


at 
‘a 
Si) 


GADB M 
Income 


Fic. 2 


B’C’. The ordinate DD’ is the expected utility of the uncertain pros- 
pect. If the length of DD’ is less than AA’, as it is in our example, 
where AA’ denotes the utility of the income after taking insurance, 
then the person will choose the insurance and conversely. 

It is apparent that if the utility curve were always convex as in the 
first and last part of the curve in Figure 2, a person would never 
choose an uncertain prospect whose expected income was no greater 
than the insured income position. And if the curve were concave, a 
person would always choose the uncertain prospect where the expected 
income was at least equal to the present insured position. 

If the curve has the shape postulated by Friedman and Savage, it 
is possible to explain why a person will take out insurance and will at 
the same time engage in a gamble. To see how the latter is possible, 
suppose a person were at position A. At the same time that he might be 
willing to take out insurance he may also be willing to gamble by 
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choosing an uncertain prospect of ending up at E or F, despite its lower 
expected income at G, because the expected utility GG’ of the un- 
certain prospect is larger than the utility AA’ of position A. Friedman 
and Savage tentatively attempt to lend some plausibility to this shape 
of utility curve by conjuring that economic society may be divisible 
into two general income level classes, the lower one being charac- 
terized by the first convex part of the curve and the higher one by the 
upper convex section. An intermediate group is in the concave section. 

H. Markowitz has pointed out certain unusual implications of the 
Friedman-Savage hypothesis.*° A person at the point M would take a 
fair bet with a chance to get to F. This seems unlikely to be verified by 
actual behavior. Secondly, if a person is at a position a little below F, 
he will not want insurance against small probabilities of large losses. 
Further, any person with income greater than F will never engage in 
any fair bet. But wealthy people do gamble. Is it solely the love of 
risk taking? To overcome these objections, Markowitz postulates that 
utility is related to changes in the level of income and that “the utility 
function has three inflection points. The middle one is at the person’s 
“customary” income level, which except in cases of recent windfall 
gains and losses is the present income. The income interval between the 
inflection points is a nondecreasing function of income. The curve is 
monotonically increasing but bounded; it is at first concave, then con- 
vex, then concave, and finally convex. 

Markowitz’s hypothesis is consistent with the existence of both “fair” 
(or slightly “unfair”) insurance and lotteries. The same individual 
will both insure and gamble. The hypothesis implies the same behavior 
whether one is poor or rich. 

Markowitz recognizes that until an unambiguous procedure is dis- 
covered for determining when and to what extent current income 
deviates from customary income, the hypothesis will remain essentially 
nonverifiable because it is not capable of denying any observed be- 
havior. The Markowitz hypothesis reveals perhaps more forcefully 
than the Friedman-Savage hypothesis, that utility has no meaning as 
an indicator of a level of utility. Utility has meaning only for changes 
in situations. Thus while I might choose to receive an increase in in- 
‘ come rather than no increase, there is no implication that after I 
have received it for a while I remain on a higher utility base—however 
interpreted—than formerly. It may be the getting or losing, the rising 
or the falling that counts rather than the actual realized position. In 
any event Markowitz’s hypothesis contains no implications about any- 
thing other than changes in income. 

Our survey is now completed. We started with developments after 


”H. Markowitz, “The Utility of Wealth,” Jour. Pol. Econ. (April 1952), LX, 151-58. 
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the Slutsky, Hicks, Allen utility position in which utility is measured 
up to monotone transformations only. This meant exactly no more 
and no less than that utility is ordinal. In other words, the numerical 
size of the increments in the numbers in any one measure (column of 
numbers in Table I) is without meaning. Only their signs have sig- 
nificance. Utility translation: marginal utility has meaning only in 
being positive or negative, but the numerical value is meaningless, i.e., 
diminishing or increasing marginal utility is completely arbitrary since 
one can get either by using the appropriate column.” 

The first postwar development was the Neumann and Morgenstern 
axioms which implied measurable utility up to a linear transformation, 
thus reintroducing diminishing or increasing marginal utility,”* and 
which also implied a hypothesis or maxim about rational behavior. This 
was followed by the Friedman and Savage article and Marschak’s 
paper. These papers are essentially identical in their postulates and 
propositions although the presentation and exposition are so different 
that each contributes to an understanding of the other. The Friedman 
and Savage paper however contains an added element: they attempt to 
prophesy the shape of the curve of utility of income that would be most 
commonly revealed by this measurement process. Mosteller and Nogee 
then made a unique contribution in really trying to verify the validity 
and applicability of the postulates. Most recently, Markowitz criticized 
the Friedman ‘and Savage conjecture about the shape of utility of in- 
come curve, with his own conjecture about its dependence upon in- 
come changes. And that is about where matters stand now. 

A moral of our survey is that to say simply that something is, or is 
not, measurable is to say nothing. The relevant problems are: (1) can 
numerical values be associated with entities and then be combined 
according to some rules so as to predict choices in stipulated types 
of situations, and (2) what are the transformations that can be made 
upon the initially assigned set of numerical values without losing their 
predictive powers (validity)? As we have seen, the currently proposed 
axioms imply measurability up to a linear transformation. Choices 
among uncertain prospects are predicted by a simple probability- 
weighted sum of the utilities assigned to the components of the un- 
certain prospect, specifically from the “expected utility.” 

And now to provide emotional zest to the reader’s intellectual 
activity the following test is offered. Imagine that today is your birth- 


“Tt is a simple task—here left to the reader—to find current textbooks and articles— 
which will be left unnamed—stating that the indifference curve analysis dispenses with 
the concept of utility or marginal utility. Actually it dispenses only with diminishing or 
increasing marginal utility. 

™ Incidentally, the Theory of Games of Neumann and Morgenstern is completely inde- 
pendent of their utility discussion. 
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day; a friend presents you with a choice among three lotteries. Lottery 
A consists of a barrel of 2000 tickets of which 2 are marked $1000 
and the rest are blanks. Lottery B consists of another barrel of 2000 
tickets of which 20 are marked $100 and the rest are blanks. Lottery 
C consists of a barrel of 2000 tickets of which 1 is marked $1000 and 
10 are marked $100. From the chosen barrel one ticket will be drawn 
at random and you will win the amount printed on the ticket. Which 
barrel would you choose? Remember there is no cost to you, this is a 
free gift opportunity. In barrel A the win of $1000 has probability 
.001 and the probability of getting nothing is .999; in barrel B the 
probability of winning $100 is .01 and getting nothing has probability 
.99; in barrel C $1000 has probability .0005, $100 has probability 
.005 and winning nothing has probability .9945. For each barrel the 
mathematical expectation is $1.00. The reader is urged to seriously 
consider and to make a choice. Only after making his choice should 


he read the footnote.*’ 
Conclusion 


1. Some readers may be jumping to the conclusion that we really 
can use diminishing or increasing marginal utility and that the “in- 
difference curve” or “utility isoquant” technique has been superfluous 
after all. This is a dangerous conclusion. The “indifference curve” 


technique is more general in not requiring measurability of utility up to 
a linear transformation. But its greatest virtue is that unlike the earlier 
“partial” analysis of demand of a single commodity the indifference 
curve analysis by using an extra dimension facilitates intercommodity 


* Only the reader who chose C should continue, for his choice has revealed irration- 
ality or denial of the axioms. This can be shown easily. He states he prefers C to A and | 
to B. First, suppose he is indifferent between A and B; he doesn’t care whether his friend 
chooses to give him A or B just so long as he gets one or the other. Nor does he care 
how his friend decides which to give. In particular if his friend tosses a coin and gives 
A if heads come up, otherwise B, he is still indifferent. This being so, a 50-50 chance 
to get A or B is equivalent to C, as one can see by realizing that C is really equivalent to 
a .5 probability of getting A and a .5 probability of getting B. Thus if A and B are indifferent 
there is no reason for choosing C. 

Second, the reader choosing C may have preferred A over B. We proceed as follows. 
Increase the prize in B until our new B, call it B’, is now indifferent with A. Form the 
uncertain prospect of A and B’ with probability of .5 for A. This is better than C since C is 
nothing but an uncertain prospect composed of A and the old B, with probability of .5 
for A. Where does this leave us? This says that the new uncertain prospect must be pre- 
ferred to C. But since the new uncertain prospect is composed of .5 probability for A 
and .5 for B’, the chooser of C must be indifferent between the uncertain prospect and A. 
(In axiom 3 let A and B be indifferent, and let C be identically the same thing as A. In 
other words, if the two entities in the uncertain prospect are equally preferred, then the 
uncertain prospect is indifferent to one of the entities with certainty.) The upshot is that 
A is just as desired as the new uncertain prospect which is better than C. Thus A is pre- 
ferred to C, but the chooser of C denied this. Why? Either he understood and accepted 
the axioms and was irrational in making a snap judgment, or else he really did not 
accept the axioms. He may now privately choose his own escape. This example is due 
to Harry Markowitz. 
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analyses—the heart of price analyses. But does the more “precise” type 
of measurement give us more than the ordinal measurement gives? Yes. 
As we have seen, measurability “up to a linear transform” both implies 
and is implied by the possibility of predicting choices among uncer- 
tain prospects, the universal situation. 

2. Nothing in the rehabilitation of measurable utility—or choice- 
indicating numbers—enables us to predict choices among groups of 
sure prospects. The “utility” of a group of sure prospects is not de- 
pendent on only the utility (assigned number) of the entities in the 
combination. It is dependent upon the particular combination of enti- 
ties; i.e., we do not postulate that the utility of one sure element in a 
group of sure things is independent of what other entities are included. 
We think it obviously would not lead to valid predictions of actual 
choices. Therefore, it must be realized that nothing said so far means 
that we could measure the total utility of a market basket of different 
entities by merely adding up the utilities of the individual component 
entities. No method for aggregating the utilities of the component 
entities for this purpose has been found; therefore, for this purpose 
we have to say that utility is not measurable. 

3. Is the present discussion more appropriate for a journal in psy- 
chology or sociology? If economists analyze the behavior of a system of 
interacting individuals operating in field of action—called the economic 
sphere—by building up properties of the system from the behavior 
aspects of the individuals composing the system, then the economists 
must have some rationale of behavior applicable to the individuals. An 
alternative approach is to consider the whole system of individuals and 
detect predictable properties of the system. The classic example of this 
distinction is in physics. One approach postulates certain laws describ- 
ing the behavior of individual molecules, or atom particles, while the 
other starts with laws describing the observable phenomena of masses 
of molecules. Apparently, most economists have relied upon the former 
approach, the building up from individuals—sometimes referred to as 
the aggregation of micro-economic analysis into macro-economic anal- 
ysis. On the other hand, those who are skeptical of our ability to build 
from individual behavior find their haven in postulates describing mass 
behavior. The current utility analyses aid the former approach. 

4. The expression “utility” is common in welfare theory. For demand 
theory and the theory of prediction of choices made by individuals, 
measurability of the quantity (called “utility”) permits us to make 
verifiable statements about individual behavior, but there is as yet no 
such happy development in welfare theory. “Measurability up to a 
linear transformation” does not provide any theorems for welfare 
theory beyond those derivable from ordinality. I mention this in order 
to forestall temptations to assume the contrary. The social welfare 
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function as synthesized by Hicks and Scitovsky, for example, does not 
require the “utility” (choice-ordering numbers) of each individual to 
be measurable up to a linear transformation. It is sufficient that the 
individual’s utility be measurable up to a monotone transformation— 
or, in other words, that it have merely ordinal properties. Ordinal 
utility is adequate in this case because orderings are made of positions 
or states in which, as between the two states compared, everyone is 
better off in one state than in the other. The welfare function does not 
enable a ranking of two states in one of which some people are worse 
off.** This would require an entirely different kind of measure of utility 
for each person because of the necessity of making interpersonal aggre- 
gations of utilities. As yet no one has proposed a social welfare function 
acceptable for this purpose, nor has anyone discovered how, even in 
principle, to measure utility beyond the linear transformation. Even 
more important, the various elements in the concept of welfare (as 
distinct from utility) have not been adequately specified. In effect the 
utility whose measurement is discussed in this paper has literally noth- 
_ ing to do with individual, social or group welfare, whatever the latter 
may be supposed to mean. 

5. A brief obiter dictum on interpersonal utility comparisons may 
be appropriate. Sometimes it is said that interpersonal utility compari- 
sons are possible since we are constantly declaring that individual A is 
better off than individual B. For example, “a rich man is better off than 
a poor man.” But is this really an interpersonal utility comparison? Is 
it not rather a statement by the declarer that he would prefer to be 
in the rich man’s position rather than in the poor man’s? It does not 
say that the rich man is happier or has more “utility” than the poor 
man. Even if the rich man has a perpetual smile and declares himself 
to be truly happy and the poor man admits he is sorrowful, how do we 
know that the rich man is happier than the poor man, even though both 
men prefer being richer to being poorer? If I were able to experience 
the totality of the poor man’s situation and the rich man’s, and pre- 
ferred the rich man’s, it would not constitute an interpersonal com- 
parison; rather it would be an intrapersonal, intersituation comparison. 

It is hoped that the reader now has at his command enough famili- 
arity with the meanings of measurability to be able to interpret and 
evaluate the blossoming literature on utility and welfare, and that this 
exposition has made it clear that welfare analysis gains nothing from 
the current utility analysis, and conversely. 

* Absolutely nothing is implied about taxation. For example, justification of progres- 
sive income taxation by means of utility analysis remains impossible. The best demon- 


stration of this is still E. D. Fagan, “Recent and Contemporary Theories of Progressive 
Taxation,” Jour. Pol, Econ. (Aug. 1938), XLVI, 457-98. 


DUTY AND NON-DUTY IMPORTS AND 
INCOME DISTRIBUTION 


By Antuony Y. C. Koo* 


The gains from international trade have long been of theoretical in- 
terest to economists. John Stuart Mill, “for the sake of simplicity,” re- 
stricted his consideration of trade to two countries and two commodi- 
ties. Alfred Marshall, in an elaboration of Mill’s analysis, spoke of E’s 
(England’s) and G’s (Germany’s) goods as mutually exclusive categories 
of commodities conceptually gathered into ‘“‘representative bales,’’ the 
one traded against the other. For the purpose of exposition, Marshall 
designed the elegant and well-known reciprocal demand curves. Al- 
though F. D. Graham extended the analysis beyond the classical two- 
country-two-commodity case,! and thus rendered the two-dimensional 
Marshallian reciprocal demand curves inapplicable to his more than 
two-country-two-commodity cases, the Marshallian curves have con- 
tinued to be used even in the most recent contributions in the field of 
tariff theory. Tariffs are assumed to be levied on the bales (which 
means on all types of imports) at a uniform rate, and little attention 
has as yet been paid to the more common and realistic mixed cases of 
duty and nonduty imports. This naturally raises the question of whether 
modifications of the existing theory of the effects of tariffs on income 
distribution are required if there are simultaneously both duty and non- 
duty imports. 

Since the theory of duty and nonduty imports and income distribu- 
tion which the writer attempts to present in this paper is a broadening 
of the results which Stolper and Samuelson? reached on the basis of the 
analysis of Heckscher and Ohlin® and which were later synthesized by 
Metzler,‘ it may be desirable to present a brief summary of the principal 

* The author is assistant professor of economics at Michigan State College. He expresses 


indebtedness to Professors L. A. Metzler, L. S. Ritter, P. A. Samuelson, V. E. Smith and 
W. F. Stolper for comments on an earlier draft of this paper. 


1F. D. Graham, The Theory of International Values (Princeton, 1948); “The Theory of 
International Values Re-examined,” Readings in the Theory of International Trade, H. S. 
Ellis and L. A. Metzler, ed. (Philadelphia, 1949), pp. 301-30. 

*W. F. Stolper and P. A. Samuelson, “Production and Real Wages,” Readings in the 
Theory of International Trade, pp. 333-57. 

* E. F. Heckscher, “The Influence of Foreign Trade on the Distribution of Income,” 
Readings in the Theory of International Trade, pp. 272-300; B. Ohlin, International and Inter- 
regional Trade (Cambridge, Mass., 1933). 

*L. A. Metzler, “Tariffs, the Terms of Trade and the Distribution of Income,” Jour. Pol. 
Econ. (Feb., 1949), LVII, 1-29. 
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contributions to a subject which has not been developed until compara- 
tively recent times. 
I 


The classical contribution with respect to the gains from interna- 
tional trade concerns the way in which the gains are divided among 
countries when each country is considered as a unit. Both the classical 
theory and its neoclassical refinements neglect to explore how the gains 
of real income from trade within each country are divided among the 
various factors of production.® The influence of international trade upon 
the distribution of national income did not receive much attention prior 
to Heckscher and Ohlin. 

Heckscher began his discussion, as did the classical economists, by 
stating that trade between countries could be explained by the law of 
comparative costs. Unlike the classical economists, Heckscher empha- 
sized that comparative costs differ between countries because the rela- 
tive degree of scarcity of some factors of production differs between 
countries and because different commodities require varying propor- 
tions of the factors of production. Let us consider, for example, two coun- 
tries, E and G. E has a large amount of land per worker as compared 
with G. Since it is to E’s advantage to use land to the point where its 
marginal product is relatively small; the ratio of rent to wage rates will 
then be lower in & than in G. Let us consider the comparative costs in 
E and G of producing two commodities, say, wheat and textiles. Since 
wheat requires a larger amount of land per worker than textiles do, E 
will have a comparative advantage in wheat while G will have a com- 
parative advantage in textiles. E will then export wheat, and G, where 
rents are comparatively high and wages low, will export textiles. The 
exchange of goods will increase in each country the demand for factors 
of production in the export industry and reduce demand in those indus- 
tries competing with imports; but, as Heckscher pointed out, the pro- 
portions in which factors of production are required in the export 
industry are not exactly the same as the proportions in which they are 
released by the industries competing with imports. In the present exam- 
ple, the shift of resources from textiles (the industry competing with 
imports) to wheat (the export industry) in E creates a relative scarcity 
of land in £, which before trade had a comparatively abundant supply. 
After trade, rent per unit of land rises in E relative to wages per unit 
of labor. An analogous argument could be presented to show that in G, 


5 In the English controversy over the corn laws, the question of income distribution was 
discussed. But the results of the controversy did not leave any permanent influence on the 
theory of international trade and, in this respect, were inconclusive. See C. F. Bastable, 
The Theory of International Trade (London, 1903), Ch. 6, as pointed out by Metzler, ibid., 


p. 2. 
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which initially had a comparatively large supply of labor in relation to 
land before trade, there will be an increase of wage rates relative to 
rents after trade. Since international trade has a tendency to equalize 
relative and absolute factor returns among different countries, the own- 
ers of the relatively scarce factors of production would be interested in 
reducing the volume of trade to the extent that their losses as producers 
outweigh their gains from cheap imports, so that they can keep the 
relative scarcity which might otherwise be reduced by competition from 
abroad through trade.® 

The clarification of this point constitutes the contribution of Stolper 
and Samuelson.’ They showed that a country’s scarce factor can be 
benefited by tariffs even though the national income may thereby be 
diminished. Their conclusion, however, was based on two main assump- 
tions. The first is that there is only one import product, or that all im- 
port goods are measured in one common unit, and therefore a tariff 
could only cause factors of production to be shifted from the export 
industry to the industry competing with imports; and, according to the 
analysis of Heckscher and Ohlin, the export industry will be that which 
requires a comparatively small amount of the relatively scarce factor, 
and the industry competing with imports will be that which requires 
a large proportion of the scarce factor compared to other factors. The 
shift of resources brought about by the tariff leads to a net increment 
of demand over supply for the scarce factor and an excess supply of the 
other relatively abundant factors. Accordingly, the abundant factors 
can be absorbed only if the ratio of the scarce factor to the abundant 
factor is reduced. For this to occur, the marginal product of the scarce 
factor must increase in all industries. 

The second assumption is that a country’s external terms of trade are 
unaffected by the tariff. The tariff, in their argument, interferes with 
the allocation of resources without any offsetting favorable movement 
in the terms of trade. 

The drawback of the Stolper-Samuelson paper, in making no allow- 
ances for changes in the terms of trade, was first pointed out by Metz- 
ler. “It is a curious fact that, just as the classical discussion of the terms 
of trade had neglected or left unsolved the related problem of the dis- 
tribution of income, so the more recent contributions to the study of 


6 For a discussion whether international trade would achieve a complete or only a partial 
equalization of the relative and absolute factor returns in different countries, see P. A. Samuel- 
son, “International Trade and Equalization of Factor Prices,” Econ. Jour., June 1948, LVIII, 
163-86; “International Factor-price Equalization Once Again,” ibid., June 1949, LIX, 
181-97. S. F. James and I. F. Pierce “The Factor Price Equalization Myth,” Rev. Econ. 
Stud., 1951-52, XTX (2), 111-20; P. A. Samuelson, “A Comment on Factor Price Equaliza- 
tion,” ibid., pp. 121-22. 

7 Op. cit., pp. 333-57. 
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income distribution have neglected the complications arising out of 
changes in the terms of trade.”® In view of this, Metzler synthesized 
the two branches of the subject and presented a refined version of the 
theory of tariff and income distribution. While he did away with the 
second restrictive assumption of Stolper and Samuelson, that of allow- 
ing for no change in the terms of trade, he still left untouched the first 
assumption of only one import product, because he carried out his argu- 
ment by means of Marshallian reciprocal demand schedules. In a foot- 
note, however, he mentioned that in adopting this method he had not 
added anything essentially new to the well-known classical technique. 
His purpose rather was to apply this technique to a problem which was 
seldom discussed and never strongly emphasized in classical literature.® 
Therefore Metzler’s revised version of the theory still failed to take into 
account the more general case where there are duty and nonduty im- 
ports, although he suggested that a re-examination of his conclusions 
should be made for the case in which there are nonduty as well as duty 
imports.!° 

Metzler assumes that there are two countries, E and G. Country E 
exporbs 0 in exchange for a, from country G."! In Figure 1, the curves 
e and g represent the reciprocal demand schedules of the two countries, 
respectively, under conditions of free trade. Equilibrium is established 
at the point P, which implies that Z imports an amount OT of ay, in 
exchange for OW of 6. Suppose country E imposes an ad valorem duty 
of 50 per cent upon imported a,. Let us neglect for the time being the 
effects of the spending of the proceeds of the tariff by the government 
of EZ. The tariff reduces the demand schedule facing the exporters of 
a,, in G from e to e’. In other words, a;, importers in E will now be will- 
ing to give to the exporters in G only TS units of b for OT units of ay. 
A money value of SP which citizens of E formerly gave to G would now 
go to the E government as duty. After the tariff, the new equilibrium 
in terms of quantities is at P’, at which point OW’ units of b are ex- 
ported by E and O7” units of a,, are imported. In Figure 1 the tariff 
improves the terms of trade of E. The fraction O7’/OW’ is larger than 
OT/OW. This means that the world price of a;,, exclusive of the tariff, 
has fallen relative to the world price of b. Such an improvement of the 
terms of trade is well known through the contributions of the classical 
theorists. In order to show how the tariff has affected the distribution 
of income in £, Metzler pointed out that the tariff must be added to 


§ Op. cit., p. 2. 
* Op. cit., pp. 6-7. 
10 Op. cit., pp. 21-22. 
" T have changed the lettering of the Metzler diagrams as well as the names of commodities 
used in the illustration so that they will conform with the usage in Section II below. 
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the world price of a;, measured in terms of E’s export commodity. The 
total outlay of the residents of E for imported a, including their out- 
lay for the tariff is now OW’ in Figure 1 but OW”, an amount 50 per 
cent greater than OW’. The domestic ratio of exchange is, therefore, 
OT'/OW”. Since OT’/OW” is less than OT/OW in Figure 1, the tariff 
has caused the domestic price of a,, to rise relative to the price of b. 
The factors of production are therefore shifted to the domestic indus- 


b 


| 


try a;. (competing with a,,) from b (the export industry). Metzler then 
generalizes as follows: 


If the world demand for a country’s exports is elastic and if we 
neglect the effects of government expenditures on the demand for im- 
ports, (1) a tariff always increases the domestic prices of imports 
relative to the prices of exports; (2) the improvement in the terms of 
trade is not sufficient, in this case, to offset the tariff itself; (3) the 
protected industries become more profitable, relative to the export 
industries; (4) resources are shifted from the latter to the former; and 
(5) the real returns to the country’s scarce factors of production, as 
well as these factors’ share in the national income, are increased. The 
Stolper-Samuelson conclusion is thus valid, even when changes in the 
terms of trade are taken into account, as long as the demand for exports 
is elastic.” 


Then Metzler proceeds to the case in which the demand for exports 
is inelastic. In Figure 2, the demand of G for the products of E is as- 
sumed to be inelastic at the equilibrium point P. After the tariff is im- 
posed, the point of balance of trade moves to P’ at which point E gives 
up OW’ units of b in exchange for OT” units of a,,. As in the first case, 
the terms of trade move in favor of E. In fact, the favorable movement 


12 Op. cit., p. 9. 
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in the terms of trade of E is now such that the domestic price of ai,, 
including the tariff, is lower relative to the price of b than it was before 
the tariff was imposed, as is shown in Figure 2 by the fact that OT’/OW” 
is greater than OT /OW. Thus when the demand for a country’s exports 
is inelastic, a tariff on a,, reduces the domestic price of a,, relative to 
the price of 6 and leads to a shift of resources in E from a,, (the domestic 
industry competing with a,,) to b (the export industry). The scarce 
factors of production and the industries competing with imports under 
this condition actually achieve economic gains from free trade and suf- 


Fic. 3 


fer losses under protection. Therefore in this case the Stolper-Samuelson 
conclusions are invalid. 

Next, Metzler makes it clear that the way in which a government im- 
posing the import duty disposes of the resultant revenue would affect 
the income distribution. In Figures 1 and 2, it is assumed that no part 
of the tariff proceeds is spent on imported goods. If it were, the recipro- 
cal demand would not fall by the full amount of the tariff as shown in 
the figures. So Metzler next assumes an extreme case in which customs 
revenues are used entirely in the purchase of imports. This case is rep- 
resented by Figure 3. As in the earlier diagrams, equilibrium is initially 
at P. A tariff is imposed upon a,, imports into Z, but the entire proceeds 
are now assumed to be spent upon a,,. The additional demand of the 
government for imports prevents the demand schedule of E for the 
products of G from falling as far as it otherwise would have fallen. In 
Figure 3, the new demand schedule, including the government’s de- 
mand for imports, is shown by line e’”’. The private demand schedule 
not including the government’s demand is line e’." As in the earlier 


13 For a discussion of the relations between the three demand schedules, e, e’, and e’’ and 
the procedure by which e’’ is to be derived from e and e’, see Metzler, of. cit., pp. 11-12. 
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examples, the tariff improves the terms of trade of country £, which 
means that the price of £’s imports, exclusive of the tariff, declines rela- 
tive to that country’s exports. OT /OW is greater than OT’/OW’. These 
terms of trade are, however, measured in world prices, and, as before, 
it is the domestic price ratio rather than the world price ratio which 
governs the distribution of income in the duty-imposing country. As 
far as the residents of E are concerned, the domestic ratio of exchange is 
given by the point P’”’. They would purchase OT” units of a,, for which 
they would pay T’”’S units of b to country G, and an additional SP” 
units of 6 to their government. Since P”’ lies to the left of P, it repre- 
sents a higher domestic price of a:,, including the tariff, relative to the 
price of b, than does the point P. The amount of duty SP”, in the pres- 
ent example, is assumed to be spent entirely on a, at the world ratio of 
exchange between b and a,, exclusive of the tariff. The ratio, for pur- 
poses of illustration, was assumed by Metzler to be represented by the 
slope of the line OSP’ (Fig. 3). Z’s government would get P’” P’ amount 
of ai, and pay SP” in terms of b. 

Consequently, when the proceeds of the tariff are spent entirely on 
imports, as shown in Figure 3, the direct influence of the tariff toward 
raising the price of a,,in E is more important than the indirect influence 
toward improving that country’s terms of trade. The net effect is an 
increase of the domestic price of a,,, including the duty, relative to b, 
even though the foreign demand for the exports of the duty-imposing 
country is inelastic. The tariff, accordingly, leads to a shift of resources 
from the export industry b to a,, (the domestic industry competing with 
a,,). Therefore when customs duties are used entirely in the purchase 
of imports, no modifications are required in the Stopler-Samuelson con- 
clusion. And this would be true regardless of the size of the elasticity of 
demand for the duty-imposing country’s exports. 

In the foregoing discussion Metzler considers two extreme cases in 
which: (1) the demand for E’s exports is inelastic and the proceeds of 
the tariff are spent entirely on the export good, with the result that the 
domestic price including the tariff would go down; and (2) the demand 
for E’s exports is inelastic and the proceeds of the tariff are spent en- 
tirely for imports, with the result that the domestic price of a,,, including 
the tariff, would go up. Between these extremes Metzler finds an inter- 
mediate case in which the proceeds are assumed to be divided between 
the purchase of imports and exports respectively. In such case the do- 
mestic price of a,, including the tariff, might remain the same as the 
world price.* In other words, the relative prices actually paid and re- 


\™ For an exact statement of the conditions under which the forces affecting domestic prices 
will cancel each other, see L. A. Metzler, “Tariffs, International Demand and Domestic 
Prices,” Jour. Pol. Econ. (Aug. 1949), LVII, 345-51. 
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ceived by consumers and producers of the two goods b and a;, (compet- 
ing with a;,) may be unaltered by the tariff. No shift in resources be- 
tween the two industries would take place and the distribution of in- 
come would be the same as before the tariff was imposed. Metzler’s 
result depends upon the balance between two forces working in opposite 
directions. On the one hand, the tariff would cause a direct increase in 
the prices of imports, relative to the prices of exports. On the other 
hand, the tariff reduces the demand for imports, and, unless the coun- 
try imposing the duties is small, this reduction in demand is likely to 
reduce the world prices of such imports relative to the prices of the 
country’s exports. If the first of the opposing influences dominates, the 
domestic prices of imports, including the tariff, will go up relative to 
the prices of exports. If the second of the opposing influences dominates, 
the domestic prices of imports, including the tariff, will go down rela- 
tive to the prices of exports. If one just counterbalances the other, the 
domestic prices of imports, including the tariff, will remain unchanged. 
Whether one or the other of these opposing forces will dominate depends 
upon conditions of foreign demand for the duty-imposing country’s ex- 
ports, and upon the way in which the tariffs affect the demand for 
imports. 

If the world’s demand for exports of the tariff-imposing country is 
elastic or if the tariffs do not reduce the demand for imports at home to 
any substantial degree, the movement of world prices is likely to be 
negligible. The final effect will therefore be an increase in the domestic 
prices of imports, including the tariffs, relative to the prices of the 
country’s exports. But if the world demand for the tariff-imposing 
country’s exports is inelastic and if the tariffs reduce the demand for 
‘imports in the tariff-imposing country to a considerable extent, the 
fall in world prices of imports, relative to world prices of exports, may 
be so large that domestic prices of imports are relatively lower than 
before the tariffs were imposed, even after the tariffs are added to the 
world prices."® 


By way of summary, let us tabulate the effects of tariffs on income 
distribution, after taking into account the changes in the terms of trade 
as done by Metzler; then we shall examine the validity of the Stolper- 
Samuelson results as modified by Metzler, with duty as well as nonduty 
imports. 

Il 

In order to show the effects of duty and nonduty imports on income 
distribution, let us assume three commodities, a1, dz, and b. 

Domestic Commodities Export — 


b 
% Tbid., p. 345. 
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TABLE I.—METZLER’s RESULTS 


A. B. 


World demand for Z’s | World demand for E’s 
(the duty-imposing (the duty-imposing 

‘ country) exports country) exports 

’ is elastic is inelastic 


Case 


Proceeds of duty used entirely to 
purchase E’s export commodities 


Proceeds of duty used entirely to | . 
purchase E’s imports X 


Proceeds of duty divided between Indeterminate; X, Y, Z, 
E’s exports and imports cases are all possible 


X. The domestic prices of imports, including the tariff, will go up in E (the duty-imposing 
country). The Stolper-Samuelson results are valid, namely that the scarce factor of the coun- 
try can benefit by means of tariffs. 

Y. The domestic prices of imports, including the tariff, will go down in E. The Stopler- 
Samuelson results become invalid. 

Z. The domestic prices of imports, including the tariff, will remain unchanged in EZ. The 
Stolper-Samuelson results become invalid. 


Assume that the export industry } in E requires a large amount of 
the relatively abundant factors and the domestic industries are those 
which require a small proportion of the abundant factors compared to 
other factors. Within the domestic industries a; and az, in E, the re- 
spective requirements for the abundant and the scarce factors may dif- 
fer. For instance, a; may require a comparatively smaller amount of 
abundant factors in relation to scarce factors than d2,, or vice versa. If 
labor (L) be the scarce factor and capital (C) the abundant factor, we 
have the following possible ratios between labor and capital in the do- 
mestic industries in 


46 The relationship between total labor and total capital to L;/C1, L2/Cz and L;/C; is as 
follows: 
Since total capital C =C,+C:+C; 
and total labor 


total labor lh Is L; 
it follows that ——————- = W.—_4+- 
total capital Ci C2 C3 


Ci Ca C3 
Wi=—; W2=—; W3=— 
Cc Cc Cc 


See P. A. Samuelson, “International Trade and Equalization of Factor Prices,” Joc. cit., p. 174 
and Stolper and Samuelson, op. cit., pp. 349-51. 
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Pure competition in the factor and product markets, a constant (in- 
elastic) supply of factors of production, and perfect domestic mobility 
of factors of production are assumed throughout. In each country there 
exist demand functions for each of the commodities. Equilibrium re- 
quires that price ratios be such as to equate the demand and supply of 
the two countries taken together for each 'commodity. . 

Let us draw in Figure 4 country E’s production opportunity surface 


Fic. 4 


of commodities and b ([f(a1e, @ze, 6]=0 in the first quadrant) 
which represents the maximum combinations of @:., d2., and 6 that can 
be produced. Quantities of a;, are measured along the X-axis, quantities 
of a2, along the Y-axis and quantities of b up the Z-axis so that any point 
in the space among the three axes represents a certain combination of 
@1-, Gz, and 6. In the two-commodity case, the production opportunity 
surface becomes the familiar production opportunity curve. If the en- 
tire available supply of factors of production is employed in producing 
de, it can produce OC. If employed entirely to produce dz, it can pro- 
duce the quantity OB, and if employed entirely in producing 8, it can 
produce the quantity OA. For every unit of a;, by which production is 


Z(b) 
A 
B, 
| Y 
270 
N 
8 Cc 
Y 
( 
A, 
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reduced, more a2, and/or b can be produced. Thus, all the possible com- 
binations of a;,, ds, and 6 which can be produced by utilizing all the 
available factors of production lie upon the surface. The surface is 
drawn concave towards the origin, signifying increasing opportunity 
cost. Because proportions and not the scale of the process are involved, 
the production functions are assumed to be homogenous of the first 
order. Since the relative costs—the substitution ratios—will vary with 
the relative demand for a;., a, and 6, given the combinations of a,., 
a, and 6 which are demanded, the exchange ratios between them will 
equal their substitution ratios at the equilibrium point.’” In diagram- 
matic language, the above statement means that at the point of equi- 
librium the market plane must be tangent to the production opportunity 
surface. (The market plane is not shown in Figure 4.) The change or 
lack of change of relative output and, accordingly, relative prices, be- 
tween any pair of the commodities, is shown by the surface lines through 
the vertices of the production opportunity surface. For example, the 
line AA, represents the constant relative output between a, and a2. 
Similarly, the surface line BB, indicates the constant relative output be- 
tween a;, and b. Inasmuch as any change of relative outputs among the 
three commodities would be in accordance with the changes of relative 
prices, henceforth we shall simply indicate the change of relative prices 
of the three commodities by referring to the appropriate changes in the 
line on the production surface. 


Ill 


Let us assume that country E exports b in exchange for ai, and dzy. 
and equilibrium is established under the conditions of free trade at P, 
on the production opportunity surface in Figure 4. Let us project P; 
onto the planes AOB, AOC, and BOC, respectively. Output would be 
OD of ay, OE of a2, and OF of b before the imposition of duty on ai, 
by country E. Suppose that country E imposes an ad valorem duty on 
imports of a,, class commodities and no duty is levied on az, class com- 
modities. Let us assume that country G, the exporter of a,,, does not 
choose to retaliate.’® It is clear that the effect of the tariff is a reduction 
of the demand schedule facing the producers of a,, class commodities in 
G, because a part of the money value which residents of E formerly 
gave to G now goes to the E government as duty. 

What is the effect of the duty on the domestic price of a,, in the duty- 


17 The assumptions under which the exchange and transformation ratios will be identical 
are competition, indifference of factors with respect to the industry in which they are employed, 
and absence of external economies and diseconomies. See G. Haberler, “Some Problems in the 
Pure Theory of International Trade,” Econ. Jour. (June, 1950), LX, 225. 

18 Tibor de Scitovszky, “A Reconsideration of the Theory of Tariffs,” Readings in the Theory 
of International Trade, pp. 358-89. 


if, 
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imposing country E? It is known that the world price of a:,, exclusive 
of the tariff, will fall in terms of } unless EZ is a very small buyer of ayy. 
But in terms of domestic prices, the tariff must be added to the world 
price of a:,, and this would cause the domestic price of a,, in E to rise 
relative to b. This statement is valid whether the proceeds of the duty 
are used entirely to purchase E’s exports (Metzler’s case 1A in Table 
I), or used to purchase E’s imports (Case 2A), or are divided between 


Zp) 


Fic. 5 


E’s exports and imports (Case 3A). Therefore, in the two-commodity 
case, as Stolper-Samuelson and Metzler all agree, the factors of produc- 
tion are to be shifted from 6, the export industry, to a;,, the domestic 
industry in E. Since (Z1/C1)a,,>(Z2/C>),s in the present illustration, the 
scarce factor of production, namely, labor, will benefit. But in three- 
commodity cases, a change of relative price between a, and 4, as shown 
in Figure 5, also means a change of relative price between a», relative 
to a; and/or 6.!° This is the familiar proposition that the structure of 


1* For a mathematical demonstration of this point, see the appendix. 
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our economic system determines the relative prices of all commodities. 
In this particular case, the prices of commodities a), and a2, are expressed 
in terms of 6. 

Before determining whether a tariff on a,, class of imports and none 
on others would affect income distribution, we have to know not only 
the relative pride change between duty imports, including the tariff, 
and exports but also the relative price change between nonduty imports 
and exports.?° Since the price of the duty imports, including the tariff, 
is bound to go up relative to b with the elastic foreign demand for E’s 
exports (Metzler’s Cases 1A, 2A and 3A), the three possible cases of 
price movements of nonduty imports will be examined. 

Case 1. The price of nonduty imports remains unchanged. In Figure 5, 
the increase in the domestic price of a1, (and accordingly the price of 
a;. competing with a:,) in £, including the tariff, relative to } is repre- 
sented by the shift of the surface line from BB, to BB. Since there 
are three commodities, the change of relative price between a,, and b 
automatically means a change of the relative price between a), and 2. 
This is represented by the shift of the surface line from AA, to AAs». 
The surface line CC; remains unchanged. The new equilibrium position 
accordingly moves from P, to P, in Figure 5 where the market plane is 
again tangent to the production surface! (not shown in the figure). 
Projecting P, onto the three planes respectively, output would be OD, 
of a;,, OF» of az, and OF, of b. Since OD, >OD, OF <OE, and OF, <OF, 
the expansion of the protected industry is at the expense of both ae, 
(the domestic industry) and 6 (the export industry). This proves that 
Stolper-Samuelson and Metzler conclusions, though interesting, are 
valid only under the two-commodity case where the price of a;, (com- 
peting with a,,) can increase only relative to b (the exports of E). There- 
fore, the expansion of the protected domestic industry requiring a large 
proportion of scarce factors compared to other factors can only be at the 
expense of the export industry requiring a comparatively small amount 
of scarce factors in relation to other factors. Once the expansion of the 
protected industry can draw in the factors of production released by 
export and domestic industries, the effect of the tariff on income distri- 
bution within the duty-imposing country depends upon the ratio be- 
tween the scarce and the abundant factors required in the respective 
domestic industries. If the protected industry a;, makes greater or equal 
relative use of the scarce factor than the domestic industry a2, compet- 
ing with nonduty imports, or, (Li/Cy).,, 2 (L2/C2).,,, then for every unit 

- Since there is no duty on 4, its domestic price in E is assumed to be identical to the world 
price. 
2 The change of price ratio between a;, and b as well as between a;, and ag, can be expressed 


by the slopes of the tangent planes at P;[(9a:/da2)p, and (8a;/db)p,] which are different from 
the slopes of the tangent plane at P,[(4a;/da:)p, and (a;/9b) ps}. 


64 THE AMERICAN ECONOMIC REVIEW 


of labor (L), the scarce factor, transferred from the export industry and 
the domestic industry competing with nonduty imports to the pro- 
tected industry, a larger amount of capital (C), the abundant factor, 
will be released than the protected industry will absorb. Hence labor 
(L) becomes scarcer. Only then can one claim that a tariff on a; will 
benefit the scarce factor. Uncertainty about the outcome arises if the 
protected industry a, is the one which makes relatively less use of labor 
(L) than the domestic industry a2, competing with nonduty imports, or, 


Fic. 6 


(L1/Ci) oy. <(L2/C2)og,- In so far as factors are released by the export 
industry, labor (L) becomes scarcer as (L1/C1)«,, or (L2/C2)u», is always 
greater than (L./C,)»; but in so far as factors are drawn from a2, with 
(L1/Cy)a,. <(L2/C2).4,, (L) becomes less scarce. The net result is thus 
uncertain. 

Case 2. The price of nonduty imports goes down. Next we shall examine 
the case where the domestic price of a,, (and, accordingly, the price of 
dy. competing with a,,) goes up relative to 6 while the price of a,, (and 
accordingly the price of de, competing with @2,) goes down relative to b. 
In Figure 6, the former price shift is shown by the movement of the sur- 
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face line from BB, to BB;, the latter by the change of CC, to CC;. Since 
the prices of a, and a2, move in opposite directions with respect to 8, 
the relative price between a, and az, must also move as represented by 
the shift of the surface line AA; to AA3. This means the domestic price 
of ay, (and, accordingly, the price of a. competing with a,,), including 
the tariff, will be higher relative to 6 which in turn will be higher rela- 
tive to do,. Or, in other words, the domestic price of a;,, including the 
tariff, will be higher relative to both b and a. The equilibrium point as 
a result of such price changes moves from P,, the initial point of equi- 
librium under free trade, to P3. Project P; onto the planes AOB, AOC, 
and BOC respectively, output would be OD; of a,., OF of a2, and OF 
of b. Since OD; >OD, OE; <OE, and OF;<OF, the expansion of a, will 
be at the expense of both a2,, the domestic industry, and 6, the export 
industry, and no generalization can be drawn under the circumstances 
concerning the effect of the tariff on income distribution, if (Z;/Ci)a,, 
<(L2/C2)..,- If, on the other hand, the protected industry a;. makes 
greater or equal relative use of the scarce factor than the domestic in- 
dustry competing with nonduty imports, or, (L1/C1)a,.2 (L2/C2) 
then a tariff on a, will benefit labor (LZ), the scarce factor. 

Case 3. The price of nonduty imports goes up. The last possible case is 
one in which the prices of both ai,, including the tariff, and a2, increase 
relative to 6. In order to examine the effect of a tariff on income distri- 
bution in this case, see Figure 7. The former price increase is represented 
by the shift of the surface line from BB, to BB,, and the latter price 
increase by the shift of the surface line from CC; to CC,. The new point 
of equilibrium moves from P; to Py. Project P, onto the planes AOB, 
AOC, and BOC respectively. Output would be OD, of a,., OF of ax, 
and OF, of 6. Since OD,>OD, OE,>OE, and OF ,<OF, the exparision 
of both a;, and a», (both domestic industries) would be at the expense of 
b (the export industry) alone. In such a case our conclusion agrees with 
the one reached by Stolper-Samuelson and Metzler irrespective of the 
fact that, (C1/Liayet (Ci/Li) 

Let us summarize our conclusions in this section. When the foreign 
demand for the duty-imposing country E’s exports iselastic, the domestic 
price of the duty import goes up. The effect of a tariff on income distri- 
bution would then depend upon what happens to the price of a2,, and 
whether or not the relative use of the scarce factor by the protected in- 
dustry a;, is more or less than, or equal to, that in the domestic industry 
dx competing with nonduty imports. If the price of a2, remains un- 
changed or decreases relative to b, and if the protected industry a, 
makes greater or equal relative use of the scarce factor than the do- 
mestic industry a2, competing with nonduty imports, or, (Li/Ci)a, 
>(L2/C2)o.,, then a tariff on a, will benefit the scarce factor. This is 
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true whether factors are transferred from the export industry or from 
the second domestic industry a,, and the export industry. However, if 
(L1/C1) «,,<(L2/C2)a,,, no generalizations can be made as to the effect 
of a tariff on a;, on income distribution. On the other hand, should the 
price of a, also rise relative to b, then the expansion of both a), and a2, 
(the domestic industries) can be at the expense of the export industry 
b alone. Then, according to the assumptions of Heckscher and Ohlin, 
the scarce factor of production would benefit from the tariff irrespec- 
tive of whether 


The difference between cases in this section and cases in the previous 
section lies in the elasticity of foreign demand for the duty-imposing 
country £’s exports. In this section, following the example of Metzler 
it is assumed to be inelastic whereas the previous section is based on the 
assumption that it is elastic. Let country £ still export b in exchange 
for a,, and a, with equilibrium established under conditions of free 
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trade. Suppose that an ad valorem duty is imposed on imports of class 
a, commodities and no duty on a2, class commodities. As before, the 
terms of trade between a,, and b move in favor of E. In fact, the favora- 
ble movement in the terms of trade may now be so great that the do- 
mestic price of @,,, including the tariff, will be lower relative to 6 than 
it was before the tariff was imposed, if the proceeds of the duty are used 
entirely to purchase E’s exports (Metzler’s Case 1B). The domestic 


Fic. 8 


price of duty imports a,, including the tariff, may, however, go up if 
the proceeds of the duty are used entirely to purchase E’s imports (Case 
2B); and finally, it may remain unchanged if the proceeds are divided 
in a certain way between E’s exports and imports (Case 3Z). Since the 
effect upon income distribution cannot be determined without knowing 
also the direction of the price change in nonduty imports in £, and since 
the price of nonduty imports may go up, down or remain unchanged, 
there are three cases corresponding to the three possible price move- 
ments of duty imports. 

Case 4. Price of duty imports goes down while the price of nonduty im- 
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ports remains unchanged. In Figure 8, before the imposition of tariff, 
the initial position of equilibrium is P;. A decrease of price of a,, (and 
accordingly the price of a;, competing with a@,,) including the tariff, 
relative to b means a shifting of the surface line BB, to BBs. Assume 
that there is no change of relative price between a2, and b. Since all 
three commodities are expressed in terms of relative prices, a change of 
the price between a, and 6 with no change of price between a2, and 6 
must mean a change of the relative price between a; and a2. This is 
represented by the shifting of the line AA, to AA; in Figure 8. Conse- 
quently, the relative outputs of all three commodities are affected. The 
new point of equilibrium is now Ps. Project Ps; onto the planes AOB, 
AOC, and BOC respectively. The output of a, is OD35, of a2, OEs, of b, 
OF. Since OD; <OD, OF;>OE, and OF;>OF, the factors released by 
a;, are absorbed by both domestic and export industries and the eflect 
of a tariff on income distribution depends upon the ratio between the 
scarce and the abundant factors required in the respective domestic in- 
dustries. If (14/C,)..,, 2 (L2/C2).,,, then for every unit of capital (C), the 
abundant factor, transferred, a larger number of units of labor (ZL), the 
scarce factor, will be released than the domestic industry competing 
with nonduty imports and the export industry will absorb. Hence L be- 
comes less scarce. The effect of a tariff will thus be unfavorable to the 
scarce factor. However, uncertainty about the outcome arises if 
(L1/Cy)o,, <(L2/C2).,,- In so far as factors are absorbed by the export 
industry, L becomes less scarce, but in so far as factors are absorbed by 
a2, with (L1/Ci)o,,<(L2/C2)..,, L becomes scarcer. The net result is 
uncertain. 

Case 5. Price of duty imports goes down while the price of nonduty 
imports goes up. Next we shail consider the case where the domestic 
price of a, including the tariff, (and accordingly the price of a;, com- 
peting with a,,), goes down relative to 6, and the price of a2, goes up 
relative to 6. In Figure 9, the former price change is represented by the 
shift of the surface line from BB, to BB, and the latter change by the 
shift of line CC; to CC. Since the prices of a,,and dz, move in opposite 
directions with respect to 6, the relative price between a;, and a2, 
must also move as represented by the shift of the surface line 
AA, to AAg. Or, in other words, the domestic price of a:,, including the 
tariff, is lower relative to both a,, and b. As a result of the relative price 
changes, the point of equilibrium moves from P; to Ps. Project Ps 
onto the planes AOB, AOC and BOC, respectively. The output of a. 
is of dx, and of b, OF s. Since ODs<OD, OE,>OE, and 
OF «<OF, the expansion of az, would be at the expense of both a, the 
domestic industry, and }, the export industry. Again, the a priori con- 
clusion concerning the effect of the tariff on income distribution de- 
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pends upon whether the relative use of the scarce factor by the pro- 
tected industry a;, is more or less than, or equal to, that by the domestic 
industry a2, competing with nonduty imports. If (L1/C1)a,,>(L2/C2)ay., 
the outcome is uncertain. If, on the other hand, (11/C1)a,, (L2/C2) 
the effect of a tariff on income distribution would be favorable to the 
scarce factor. 

Z(b) 
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Case 6. Price of nonduty import goes down while the price of duty im- 
ports also goes down. This case concerns a decrease of the domestic 
price of a, (and accordingly the price of a; com: eting with a,,), in- 
cluding the tariff, in E relative to b coupled with a decrease of the price 
of a2, (and accordingly the price of a2. competing with a,) also relative 
to b. The former price change is represented by the shift of the surface 
line from BB, to BB; in Figure 10 and the latter, by the shift of CC, 
to CC;. Consequently, the point of equilibrium moves from P, to P3. 
Project P; onto the planes AOB, AOC and BOC, respectively. OD; of 
aye, OE; of a, and OF; of b are produced. Since OD;<OD, OE; <O8F, 
and OF;>OF, the expansion of b, the export industry, in £ is at the 
expense of a@;- and az., both domestic industries. Thus Metzler’s result 
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that when the demand for the duty-imposing country’s exports is in- 
elastic, the scarce factors of production and the industries competing 
with imports might achieve economic gains under free trade and suffer 
losses under protection (Case 1B) is compatible with our analysis even 
with the presence of nonduty imports as long as the price of nonduty 
imports also goes down relative to 6. This result is true whether the 
relative use of the scarce factor by the protected industry a;, is more or 
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less than, or equal to, that by the domestic industry a,, competing with 
nonduty imports. 

As regards Metzler’s Case 2B, namely, that in which the price of 
duty imports, including the tariff, may go up when the proceeds of the 
duty are spent entirely on imports even though the foreign demand for 
E’s exports may be inelastic, there are also three possible cases of price 
movements of a2, to consider. Inasmuch as their effects are analogous 
to Cases 1 to 3 considered in the preceding section, we may go on to the 
case where the domestic price of ai,, including the tariff, may remain 
unchanged (Metzler’s Case 3Z). Again there are three possible cases of 
price movement of a2, to consider. 
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Case 7. The prices of duty and nonduty imports remain unchanged 
relative to b. If the prices of 6, a,,, and a2, remain unchanged, then A Aj, 
BB, and CC, would also remain unchanged and P, in Figure 4 would 
still be the equilibrium point on the production surface. This means 
that there will be no change of relative outputs following the tariff on 
d,, in the duty-imposing country £ and thus no change in income dis- 
tribution. 

Case 8. The price of duty imports remains unchanged and the price of 
nonduty imports rises. On the basis of analysis in the previous sections, 
when the price of one of the domestic industries goes up relative to 6, 
while the price of the other remains unchanged, also relative to }, the 
expansion of az, in the present case would be at the expense of the other 
domestic industry a;, and the export industry. The effect of the tariff 
in E on income distribution depends upon whether the relative use of 
the scarce factor by the protected industry is more or less than, or 
equal to, that by the domestic industry a2, competing with nonduty 
imports. Uncertainty arises if (Zi/C1).,,>(Z2/C:2).,.- If, on the other 
hand, (Li/C1)4,, S the effect of a tariff on income distribution 
would be favorable to the scarce factor. 

Case 9. The price of duty imports remains unchanged and the price of 
nonduty imports falls. We know that under such circumstances, the 
factors of production released by the domestic industry a2 competing 
with the nonduty imports may be absorbed both by the export industry 
b and the other domestic industry a;,.. Again the result on income dis- 
tribution is uncertain if (Z1/C:),,>(L2/C2).,,, and unfavorable to the 
scarce factor if 

To sum up the analysis in this section, when the foreign demand for 
exports of the duty-imposing country E£ is inelastic, the domestic price 
of duty imports, including the tariff, may go up, go down, or remain 
unchanged relative to }. In the first group of cases where ai, goes up 
relative to 6 we have exactly the same results as when the foreign de- 
mand for £’s exports is elastic. In the second group of cases where the 
price of a,, goes down, the effect on income distribution depends upon 
the price of nonduty imports. If the price of a:, goes up or remains 
unchanged relative to b, the effect on income distribution becomes also 
dependent upon whether the relative use of the scarce factor by the 
protected industry a;, is more or less than, or equal to, that by the 
other domestic industry a2, competing with nonduty imports 4,. In 
the case where the price of a2, goes up the effect of a tariff on income 
distribution will be favorable to the scarce factor if (Z:/Ci)q,, 
<(L2/C2).,,. However, uncertainty arises if (Z:/C1)a,,>(L2/C2)e,- In 
‘the case where the price of a2, remains unchanged, the effect of a duty 
on income distribution will be unfavorable to the scarce factor if 


a 
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(L1/Ci)a,, 2 (L2/C2).,, and the result will be uncertain if (Z:/C)).,, 
<(L2/C:,)..,- If the price of a2, goes down relative to 6, then the ex- 
pansion of 6 would be at the expense of both domestic industries and 
the effect of the duty on income distribution would be unfavorable to 
the scarce factor. The last group of cases is that in which the domestic 
price of a,,, including the tariff, may not change. If the price of a2, 
also remains unchanged, a tariff on ay has no effect on income distri- 
bution. In the case where there is an increase of the price of a2,, the 
result on income distribution will be indefinite if (Li1/C1)a,,>(L2/C2) a2. 
and favorable to the scarce factor if (11/C))..,, S(L2/C2)..,- In the case 
in which there is a decrease of the price of as,, the result is uncertain 
if (L1/Ci)o,.>(L2/C2)a,,, and unfavorable to the scarce factor if 
S (L2/C2) 
V 


A summary of the conclusions of this paper is given in Table II. 
We find that in the framework of three commodities, the Samuelson- 
Stolper results, as amended by Metzler, imply the assumption that in 
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the duty-imposing country the domestic price of duty imports, including 
the tariff, must move in the same direction as the domestic price of 
nonduty imports. That is to say, when the former price goes up or down 
or remains unchanged relative to that of the export industry, the latter 
must also go up or down or remain unchanged relative to that of the 
export industry. This restrictive assumption underlying their analysis 
is not noticeable under the two-commodity case, because there are no 
nonduty imports in their system. When the price change of nonduty 
imports does not move in the same direction as that of duty imports, 
the factors of production can thus be transferred to the protected in- 
dustry from both the domestic industry competing with nonduty im- 
ports and the export industry. Since the ratios of the scarce factor of 
protection to the abundant factor within the domestic industries may 
differ, the effect of a tariff on income distribution also becomes dependent 
upon whether the relative use of the scarce factor by the protected in- 
dustry is more or less than, or equal to, that in the domestic industry 
competing with nonduty imports. Thus the price of nonduty imports 
and the relative use of the scarce factor within the domestic industries 
must be included among those data necessary for determining the 
effect of a tariff on income distribution. 


MATHEMATICAL APPENDIX 


In general, the points where coordinates satisfy the relation f(x, y, 
z)=0 lie upon a surface and we say that the equation (in the first 
quadrant) represents this surface (Figure 4). Through P; pass a plane, 
include z-axis, and cut the surface curve at points AP,A;. The curve 
APA, on this surface can be expressed in the equation: 


kyx. (1) 
To reduce the space equation to a line equation, we rewrite (1) 


x 


ky. (2) 


Likewise pass a plane through P,, include y-axis, and cut the space curve 
at BP,B,, thus 


= Rox 
or 


ko. (3) 


® This analysis still leaves many questions unanswered. Among them is the question as to 
the effects on income distribution of the imposition of a duty in cases involving relationships 
between complementary and substitution goods and means of production and finished goods, 
but the limitation of space does not permit the writer to consider such cases. 


x 
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Similarly, pass a plane through Pr, include x-axis, and cut the space 
curve at CP,C;, thus 


y = ke 


Substitute x of (1) into (3) 


(S) 


This means that if we shift one plane (surface curve), we should also 
change the other plane or planes so that the ratio k,/k,= ks can be main- 


tained. 
We can prove our case with the use of the formula of a market plane 
tangent to the surface at the point P. 


(x — a1) + (=) (y — 


If we let z—2,=Az, x—2,=Ax, and y—y,=Ay, we have 


x 
Ox oy 


Let us divide the above equation through by Az and the limit taken 
as Ax—0 and then by Ay and the limit taken as Ay—>0. The results are 


(6) 


(7) 


By similar reasoning, 
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dx Ox 0x dz 


dy 
10 
(10) 


‘ 11 
Ox dz (11) 


This means when a change of price of x as compared with y or z fol- 
lowing a tariff occurs, a change of the relative prices and accordingly 
outputs of x, z, and y is bound to follow if the equality signs in (6), 
(7), (8), (9), (10), and (11) are to be maintained. 
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EXCESS LIQUIDITY AND EUROPEAN MONETARY 
REFORMS, 1944-1952 | 


By Joun G. GurLey* 


During the early postwar years in this country, there was much dis- 
cussion concerning the probable effects of large liquid asset holdings on 
consumption and private investment spendings. Some economists, rea- 
soning along strictly Keynesian lines, visualized these assets as influ- 
encing private spending only through changes in the interest rate. Many 
others, however, felt that excess liquidity would have a direct inflation- 
ary effect on the spending habits of both households and business firms. 
Nevertheless, few economists at this time were willing to argue that the 
conventional anti-inflationary measures were either unworkable or 
unfeasible in the face of so much excess liquidity. What was needed to 
turn aside the forces of inflation, it was argued, was a substantial gov- 
ernment surplus’ coupled with tight credit controls; many also urged 
the continuance of direct controls over prices and wages until these 
forces had subsided. The existence of excess liquidity was largely taken 
for granted with the result that, except for a few digressions, the dis- 
cussion centered around the question of how inflationary these holdings 
would be and not around the question of how to rid the economy of 
them. 

However, in many areas of Europe at this time, the second question 
commanded more interest than the first, primarily because it was gener- 
ally agreed that there was imminent danger of hyperinflation if the 
volume of liquid assets were not drastically reduced.* Further, a wide- 

*The author is assistant professor of economics at Princeton University. He is in- 
debted to W. J. Baumol, E. O. Edwards, and P. J. Strayer, all of whom offered valuable 
comments on earlier drafts. He also wishes to acknowledge the aid received in Europe 
during the summer of 1951 as a result of discussions with numerous individuals, too 
many to be listed here. The study was made possible by a grant from the Merrill Founda- 
tion, which the author gratefully acknowledges. 

* Actually, of course, if one is free to alter both government expenditures and tax rates, 
there are many government deficits that would be just as deflationary as any given surplus. 


*The difference in attitude between U.S. and many European economists on this 
question was due partly to the fact that the liquid asset-national income ratio was sub- 
stantially higher in most European countries than it was in the United States after the 
war. However, whatever this ratio, quantity theorists tended to stress more vigorously 
the direct inflationary threat of these assets than did Keynesian theorists. In this con- 
nection it is interesting to note that where Keynesian doctrine in Europe was particularly 
strong—in England and the Scandinavian countries—either no steps to reduce excess 
liquidity were undertaken or else only token gestures in this direction were made. 
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spread feeling existed that if the assets were allowed to remain in the 
system they would undermine any monetary-fiscal program aimed at 
deflation. Through European eyes, the presence of large liquid asset 
holdings created a serious stumbling block in the path leading to infla- 
tion control. As a consequence, one of the principal anti-inflationary 
weapons used in this area of the world was monetary reform* which, in 
one way or another, swept away large portions of liquid assets accumu- 
lated by the public in the course of war and occupation. Many of these 
programs were designed to slow down the course of inflation and to 
prepare the way for the utilization of more orthodox anti-inflationary 
programs. 

A study of the European monetary reforms, therefore, should throw 
some light on the broad topic of “the economics of excessively liquid 
economies.” In this paper it is the intention of the author to consider: 
(1) the various ways in which the large liquid holdings of the European 
population were swept away, (2) the factors that induced many Euro- 
pean countries to center their attacks on these holdings, (3) the degree 
of success attained by the programs, and (4) the conditions under 
which the monetary reform became a necessary part of any broad anti- 
inflationary program. It is hoped that this study will focus the attention 
of economists on a relatively neglected aspect of anti-inflationary 
policy, and that it will prove useful in further analysis of the rdle of 
liquidity. 


I. The Extent and Nature of the European Monetary Reforms 


The monetary reform was used widely throughout Europe during 
the post-World War II period. In fact, several countries in eastern 
Europe* relied upon this monetary device more than once, the most 
recent repeat performances taking place in Poland (October 1950), 
Rumania (January 1952), and Bulgaria (May 1952). 

It was, however, a western European country, Belgium, which 
opened the attack on inflation in this manner by introducing a monetary 
reform program as early as October 1944, several months before the 
fighting within her borders terminated. Within a year, four other west- 
ern European nations had followed suit, and these reforms were 
matched, or were soon to be matched, by a host of similar measures 
elsewhere.’ Altogether, there were twenty-four monetary reforms in 


*The expression, “monetary reform,” has been used in the literature to describe a 
variety of monetary and banking programs. In this paper, however, it refers to those 
particular measures that reduced, or partially blocked for periods ranging from a few 
days to several years, the large liquid asset holdings of households and businesses. 

*For the purposes of this paper, eastern Europe includes Finland, Greece, and all 
European countries (including the USSR) which now have communist governments. 

*As we shall see, though,’ some of these programs were not designed primarily as 
anti-inflationary weapons. 
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Europe from the fall of 1944 to mid-1952. Some countries, such as 
Great Britain, Sweden, and Italy, did not utilize this technique at all; 
the majority employed it only once during the early years of the post- 
war period; and several, as mentioned above, used it two or three times. 

The monetary reform, at one extreme, swept away the major portion 
of liquid holdings during the first few days of the program. At the other 
extreme, no reduction in the supply of liquid assets took place; instead, 
a small portion of the assets was blocked for a short period of time and 
then released to its owners. Inasmuch as the liquid assets affected by 
the programs generally comprised only banknotes and bank deposits— 
sometimes government and other securities were included—the mone- 
tary reform was at times similar to a capital levy applied to an ex- 
tremely narrow base. It was a once-and-for-all “tax” on claims to 
wealth; however, in most cases no tax receipts accrued to the State, 
since the face values of the assets were written down, and to this extent 
a portion of the assets completely disappeared from the economy. When 
the assets were blocked (and not swept away), the reform was a 
“forced asset-holding” scheme, analogous to a program of forced saving 
out of current income. Finally, it was a “reform” in the sense that new 
banknotes were always issued for the old ones; in some instances, the 


unit of account was changed along with the entire price and wage 
structures. | 


Il. The Principal Types and Provisions of European Monetary Reforms 


Despite the almost endless array of provisions contained in the mone- 
tary laws, it is possible to group these programs into three general 
types, based on the manner in which the various countries dealt with 
the excessive supply of liquid assets in their economies. There were, 
first, those monetary reforms that reduced the supply of liquid assets 
at the outset without blocking any portion of this supply. This “mop- 
ping-up” operation was accomplished through the compulsory exchange 
of old banknotes and “old” bank deposits for new ones at rates of 
exchange which effectively reduced the outstanding volume of these 
assets. Each family and business firm was permitted to exchange its 
holdings of banknotes and deposits for new ones at the established 
conversion rate, say, three-to-one as in the 1947 Austrian program. 
Occasionally, however, some basic amount was allowed exchange rights 
at par, and other par exchanges were sometimes made for emergency 
cases or for favored groups. Once these exchanges were consummated, 
though, the program’s initial objective was realized: individuals and 
businesses owned a smaller volume of liquid assets, but they were free 
to spend whatever remained. 

The second type of monetary reform embodied no immediate reduc- 


a 
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tion in the supply of liquid assets, but instead provided for the immo- 
bilization of a portion of this supply in the form of blocked deposits at 
banks. Again, banknotes were called in and bank deposits were declared 
by their owners during a specified period of time. In this case, each 
family and business firm was permitted to convert its old assets for new 
ones at a one-to-one ratio, but only a certain amount of new money was 
turned over to it for free use. The “excess assets” were placed in special 
bank accounts which in general could not be drawn upon for the pur- 
chase of current goods and services. In short, individuals and businesses 
retained in full their prereform holdings of these assets, since these 
holdings were all converted at par, but they were permitted to spend 
only a certain portion of them. 

The third type combined the primary features of the other two. 
Currency ~7d bank deposits were, first of all, converted into new money 
at deflatea :uies of exchange, but a portion of the amount remaining 
was in turn frozen in blocked accounts. One thousand units of a cur- 
rency, for example, would be exchanged for five hundred new units, 
and, of this amount, two hundred and fifty of the new units would be 
tied up in accounts not usable for current transactions. 

In all three types, the monetary provisions often called for the regis- 
tration of securities, life insurance policies, personal property, and other 
forms of wealth. The authorities’ primary interest in doing this was to 
survey the distribution of these holdings for the purpose of later capital 
levies or capital increment taxes. Only occasionally was the supply of 
financial assets, other than currency and deposits, reduced or partially 
blocked. In a few cases, though, government bonds were converted at 
deflated rates, and in one instance the public debt was cancelled by the 
monetary law. 

Using the above classification as a guide, Table I lists the European 
monetary reforms in chronological order and classifies each as either 
Type One, Two, or Three. Since a series of two or even three reforms 
occurred in some of the countries, the successive reforms for any one 
of these countries are identified with Roman numerals after the name of 
the country. 

The table records twenty-four separate monetary reforms from 
October 1944 to May 1952. Of this total, eight were of Type one, 
twelve of Type Two, and only four of Type Three. One-half of the 
reforms were introduced before the end of 1945, and since mid-1948 
there have been only three reforms, all of them taking place in eastern 
Europe. Further, of the last seven reforms, five were undertaken in 
eastern Europe and only two—those of West Germany and France— 
occurred in west European locales. The countries of western Europe 


* The French program involved no more than a temporary blocking of the 5,000 franc 
banknotes. 
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TABLE I.—CLASSIFICATION OF EUROPEAN MONETARY REFORMS 


Country 


Month 
and Year 
of Reform 


Types 


Two 


Belgium 
Greece 
Poland I* 
Yugoslavia 
France I 


Austria I> 
Denmark 
Norway 
Netherlands*® 
Czechoslovakia 


Austria IT 
Hungary I 
Finland 
Hungary II 
Bulgaria I 


Rumania I 
Austria 
USSR 

France IT 
West Germany 


East Germany 
Poland II 
Rumania IT 
Bulgaria IT 


Oct. 1944 
Nov. 1944 
Dec. 1944 
Apr. 1945 
June 1945 


July 1945 
July 1945 
Sept. 1945 
Sept. 1945 
Oct. 1945 


Nov. 1945 


Dec. 1945 
Dec. 1945 
Aug. 1946 
Mar. 1947 


Aug. 1947 
Nov. 1947 
Dec. 1947 
Jan. 1948 
June 1948 


June 1948 
Oct. 1950 
Jan. 1952 
May 1952 


x 
x 
x 


x 


the Soviet army. 


programs. 


* The Polish reform was carried out in three phases. In the first, ruble banknotes were ex- 
changed at par for new zloty notes (December 1944); in the second, Cracow zloty notes were 
exchanged for new zloty notes (January 1945); and in the third, reichsmark notes were con- 
verted (February 1945). 
» The initial Austrian reform was applicable only to those areas of the country occupied by 


* However, the Dutch called in and blocked 100 guilder banknotes in July 1945. 
# The provisions of this program also affected deposits blocked under the previous two 


that made use of the monetary reform, with two exceptions, employed 
the Type Two program. Although a sprinkling of eastern European 
countries also resorted to this type, for the most part Types One and 
Three prevailed in this sector of Europe. 


The Type One Reform 


The Type One reform was first introduced in Greece in late 1944 
when that country was in the midst of hyperinflation. About a year 
later, Hungary adopted the same type of reform to reduce her banknote 
circulation, and after this failed to halt inflation she repeated the pro- 
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gram, this time in a more vigorous and comprehensive fashion, and was 
successful. Shortly after this, Austria and the USSR undertook to 
dampen inflationary pressures with this type of program, the latter 
setting the pattern for the 1950 Polish, and the 1952 Rumanian and 
Bulgarian reforms. The prevalence of the Type One reform is largely 
explained by the attempts of two countries (Greece and Hungary) to 
stabilize economies plagued with hyperinflation, and by the desire (or 
necessity) of several Soviet-bloc countries to imitate the principal 
features of the USSR program of December 1947." 

Although each of these eight reforms provided for a reduction in the 
supply of liquid assets at the outset, without the utilization of blocking 
techniques, there were still many differences among their provisions. 


TABLE II.—PRINCIPAL PROVISIONS OF TYPE ONE REFORMS 


Rates of Exchange 


Country 
Banknotes Bank Deposits 


Greece 50 billion=1 50 billion=1 
Hungary I 4=1 
Hungary II 200 million = 200 million = 18 

Austria IIT 3=1 3=1 

USSR 10=1 1=1; 3=2; 2=1> 

Poland IT 100=1 100 =3¢ 

Rumania II 100=1; 200=1; 300=1; 400=1¢ 50=1; 100=1; 150=1; 200=14 
Bulgaria IT 100=1 4=1 to 200=1¢ 


® This is in terms of the tax-pengoe. In terms of the so-called flat pengoe, the rate of ex- 
change was 400 octillion-to-one! 

» Rates applied to following ranges: 0-3,000; 3,001-10,000; over 10,000 rubles. 

¢ Presumably only savings deposits were accorded this rate. 

4 Rates applied to following ranges: 0-1,000; 1,001-2,000; 2,001-3,000; and over 3,000 lei. 

© The most favorable rates were accorded to savings deposits, deposits of private enterprises 
not exceeding the amount of the wage bill for the last month, and deposits, of state and co- 
operative enterprises, offices, organizations, and foreign representatives. Other deposits were 
exchanged at either 100- or 200-to-one. 


The principal differences were revealed in (1) the rates of exchange 
employed between old and new money, (2) the exchange rights ac- 
corded to holders of various types of liquid assets, (3) the exchange 


"It probably would have been impossible for the Greeks and Hungarians to have 
stabilized their soaring price levels by means of temporary blocking techniques, What was 
needed, along monetary reform lines, was a fresh start, ie., a drastic reduction of the 
means of payment and a complete revamping of the price and wage structures. 

Why the USSR chose the Type One reform is not altogether clear. P. A. Baran sug- 
gested that the administrative work connected with a blocking program would have been 
too formidable, and that, anyway, the peasants might not have tolerated such measures. 
See Baran, “Currency Reform in the USSR,” Harvard Bus. Rev., Mar. 1948, XXVI, 
205. It is also true, however, that this type of reform had been used in the USSR in 1923. 
In the official text of the 1947 monetary law, the Soviets mentioned this precedent with 
much pride. 
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rights granted to owners of differing amounts of liquid assets, and (4) 
the rates of exchange applied on the basis of the identity of the owner 
himself. Table II records the provisions which reflect most of these 
differences. 

The exchange rates employed in the reforms varied all the way from 
one-to-one (applied only to small deposits) in the USSR to 50 billion- 
to-one in the Greek reform.* The first Hungarian program contained a 
ratio between old and new banknotes of four-to-one, but in the second 
reform the rate of 200 million-to-one was adopted (or, 400 octillion-to- 
one in terms of the flat pengoe), reflecting the degree of inflation which 
had taken place in that country between the last month of 1945 and 
mid-1946.’ In the USSR, the conversion rates ran from one-to-one to 
ten-to-one, while in the 1950 Polish program they reached 100-to-one, 
and in the Bulgarian (II)*® and Rumanian (II) reforms, 200-to-one 
and 400-to-one, respectively." In almost all cases, coins and small 
denomination banknotes were exempted from the conversion laws. 

Not only were there wide differences among the conversion rates used 
by these countries, but distinctions were sometimes made on the basis 
of the type of liquid asset owned by the family or business firm. Thus, 
the Soviet Union “taxed” all banknotes at ten-to-one, but permitted 
bank deposits more favorable treatment. The same procedure was 
adopted in the Rumanian (II) reform in which bank deposits were hit 
only half as hard as comparable holdings of banknotes. The provisions 
of the Hungarian (I) reform affected only banknotes, leaving bank 
deposits untouched, while in Poland (II) and Bulgaria (II) savings 
deposits were highly favored over banknote holdings. These provisions 
were sometimes used to strike particularly hard at a certain group 
known to be in possession of a large volume of one type of asset—such 
as the banknote-holding peasants in the USSR—or to discourage black 


*The text of the USSR reform may be found in the New York Times, Dec. 15, 1947, 
p. 6. See also Baran, op. cit., pp. 194-206. and Charles Bettelheim, “La Réforme Moné- 
taire Soviétique,” Rev. Econ., Oct. 1950, pp. 341-53. For information on the Greek reform, 
see D. Delivanis and W. C. Cleveland, Greek Monetary Developments 1939-1948 (Bloom- 
ington, 1949), pp. 110 ff., and the annual Report of the Bank of Greece for each of the 
early postwar years. 


*For an account of the Hungarian reforms, see N. Kaldor, “A Study in Inflation, I~ 
Hungary's Classical Example,” The Manchester Guardian Weekly, Nov. 29, 1946, p. 299; 
idem. “Hungarian Inflation, 11-—Stabilisation,” ibid., Dec. 13, 1946, p. 331; B. Nogaro, 
“Hungary’s Monetary Crisis,’ Am. Econ. Rev. (Sept. 1948), XXXVIII, 526-42; and 
The Stabilisation of the Hungarian Currency (Budapest, 1946). 

* Throughout the remainder of the paper, the Roman numeral will indicate whether 
it is the first, second, or third reform to which reference is made. 

"The principal provisions of the Polish program may be found in Internat. Financial 
News Surv., Nov. 3, 1950, ITI, 142; the Rumanian reform in ibid., Feb. 8, 1952, IV, 238; 
and the Bulgarian reform in ibid., May 30, 1952, IV, 368-69, 
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market activities usually engaged in with large denomination bank- 
notes, or, finally, to encourage the depositing of currency in savings 
deposits for the purpose of decreasing the velocity of circulation. 

The third distinction was based on the amount of liquid assets owned 
by individuals and business firms. While, as mentioned above, the 
Soviets gave more favorable treatment to bank deposits than to bank- 
notes, they also favored small holders of these deposits over large 
holders. In Rumania (II), small holders of either banknotes or deposits 
were favored over large holders, the rates ranging from 100-to-one to 
400-to-one for banknotes, and from 50-to-one to 200-to-one for bank 
deposits. Apparently, owners of small savings deposits in Bulgaria (II) 
also received special treatment. The progressive rates employed by 
these reforms were largely designed to bring about a more equal distri- 
bution of liquid assets, to hit certain capitalist elements with particular 
severity, or to achieve other social goals. 

Finally, the fourth distinction was based on the identification of the 
owner of the assets. Thus, in Bulgaria (II) all deposits held by private 
businesses were converted at the highly unfavorable rate of 200-to-one. 
The Austrian (III) reform granted special treatment to farmers so far 
as their banknote holdings were concerned and small depositors were 
hit lightly.** In some cases, deposits owned by governmental units, 
financial institutions, and charitable and religious organizations were 
either exempted or treated in a special manner. 

In most of the Type One reforms, not only were “excess assets” 
swept away, but also large portions of transactions balances, at pre- 
reform price and wage levels, were eliminated by the monetary provi- 
sions. Whenever this occurred, it was necessary for the authorities to 
lower the price and wage structures in their economies to fit the new, 
lower level of liquid assets (money supply). Thus, a reduction of liquid 
assets in the ratio of 50- or 100-to-one did not mean that the real value 
of these assets was reduced to that extent, since prices and wage-rates 
were lowered simultaneously. Several countries chose this course be- 
cause their pre-reform inflated price and wage levels were already far 
out of line with others, and because such a course seemed to offer the 
best method for “breaking the back” of the inflationary spiral. 

In the Bulgarian (II) reform, for example, the average conversion 
rate for liquid assets was about 100 old leva for 2.4 new leva, while 
most prices and wage-rates were converted in the ratio of 100-to-four. 
The same reduction in the real value of liquid assets could have been 
achieved if the assets had been converted in the ratio of 100 old leva 


“For the main outlines of the Austrian reform, see F. H. Klopstock, “Monetary and 
Fiscal Policy in Post-Liberation Austria,” Pol. Sci. Quart. (Mar. 1948), LXIII, 122-23. 
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for 60 new leva, with prices and wage-rates remaining unchanged. The 
Hungarians (II) also revamped their price and wage structures, and 
in Rumania (II) these “flow magnitudes” were lowered by about 80 
per cent at the time of the monetary reform. On the other hand, the 
Austrians (III) and the Hungarians (I) converted prices and wages 
at.par, while in the USSR wages and other regular payments were con- 
verted at par, but the price system was unified and a general lowering 
of the price level occurred. 


The Type Two Reform 


The Belgians were the first to experiment with the Type Two mone- 
tary reform, the main features of which were copied several months 
later by Denmark, the Netherlands, Norway, and Czechoslovakia.” 
Both Finland and France (II)" utilized this technique for the tempor- 
ary blocking of banknotes, and a few of the eastern European countries, 
before they became allied with the Soviet orbit, introduced reform 
measures of this type. 

There were generally three phases to this type of monetary reform. 
First, the major portion of banknotes and bank deposits was blocked 
during the initial days of the program. Second, certain basic allotments 
and releases were made to individuals and business firms so that normal 
economic activity might continue. Third, the funds, or part of them, 
which remained blocked after the primary releases were consummated 
were gradually deblocked either through individual requests to a de- 
blocking committee, through blanket releases that spanned all deposits, 
or by other means. 

Within this framework, however, each country went about the tasks 
of first immobilizing and then demobilizing a portion of the liquid asset 
supply in its own way. In so’ue cases, the formulas chosen were quite 
simple, but in other instances they were so complex as to defy under- 

* Descriptions of these programs are found in V. A. deRidder, “The Belgian Monetary 
Reform,” Rev. Econ. Stud., 1947-48, XV (2), 51-69; idem, “The Belgian Monetary 
Reform: An Appraisal of the Results,” ibid., 1948-49, XVI (1), 25-40; Reports and Ac- 
counts, Danmark Nationalbank, 1945, pp. 30-34; White Paper Regarding the Measures 
for the Currency Rehabilitation in the Netherlands (The Hague, 1947); De Nederlandsche 
Bank Report for 1946 (Amsterdam, 1947), p. 27, and same Reports for later years; 
Kaare Peterson, “The Monetary Reconstruction Program in Norway,” Norwegian Ameri- 
can Commerce, Feb. 1946, XI, 3-21; and National Bank of Czechoslovakia Bulletin, Mar.- 
Apr. 1948, pp. 1-5 in annex. 

For more general accounts, see R. W. Bean, “Results of Monetary Reforms in Western 
Europe,” Fed. Res. Bull., Oct. 1946, XXXII, 1115-22; F. H. Klopstock, “Monetary Re- 


form in Liberated Europe,” Am. Econ. Rev., Sept. 1946, XXXVI, 578-95; idem, “Western 
Europe’s Attack on Inflation,” Harvard Bus. Rev., Sept. 1948, XXVI, 597-612. 

‘See, Bank of Finland Mouthly Bulletin, Jan.-Mar., 1946, pp. 1-2 and p. 30; A. Snider, 
“French Monetary and Fiscal Policy,” Amer. Econ. Rev., June 1948, XXXVIII, 309-27; 
and Banque de France, Compte Rendu des Opérations, 1948, pp. 7-8. 


GURLEY: EXCESS LIQUIDITY AND MONETARY REFORMS _ 85 


standing by the majority of the population; moreover, some of the 
programs were dragged out for several years after their introduction." 
A few of the Type Two reforms initiated in 1945 were still in the 
process of liquidation as late as the winter of 1951. 

The provisions making up the first phase of these reforms varied 
somewhat from country to country. In most cases, though, the reforms 
exempted coins, small denomination banknotes, and certain deposits 
from the initial blocking regulations. The primary reason for exempting 
coins and small notes was to reduce the volume of administrative work 
during the currency exchange period. The exempted bank deposits 
generally included those held by financial institutions, governmental 
units, other public or semipublic bodies, and charitable and religious 
organizations. In these cases, all other bank deposits, together with the 
larger denomination banknotes, were placed in blocked accounts. How- 
ever, some programs were quite limited in scope. For example, Fin- 
land’s law hit only 500, 1,000 and 5,000 mark banknotes, leaving the 
smaller notes and all bank deposits untouched. In France (11), only 
5,000 franc notes were subject to the blocking provisions, while the first 
Austrian reform blocked only bank deposits. In the majority of cases, 
though, large portions of the liquid asset supplies came under the block- 
ing regulations. 

In the second phase of the programs, the basic allotments and 
releases of funds were made on several bases: (1) per capita; (2) the 
average monthly wage bills of employers; (3) the date on which the 
deposit was first opened; (4) the type of liquid asset owned; and (5) 
the amount of liquid assets owned. The per capita allotments were made 
so that consumers would have enough to live on until their next pay 
checks. The releases to employers enabled the flow of wage and salary 
payments to be resumed. Finally, the partial deblocking of deposits was 
oftentimes accomplished on discriminatory bases—favoring all deposits 
opened before the outbreak of war (“good deposits”), treating more 
harshly those opened during the occupation (“bad deposits”), in a 

™" The provisions in the Netherlands and Austria were so involved as to be almost 
beyond imagination. One need only mention that during the life of the Dutch program— 
it lasted for over six years—there were free deposits, clearing accounts, blocked accounts, 
option accounts, investment accounts, and several other forms under which funds were tied 
up. In Austria, after the appearance of the second reform in 1945, there were six differ- 
ent types of deposits in existence. The distinctions were based on the zone in which the 
individual resided, the date the bank deposit was opened, and the reform under which 
the deposit was regulated. By the time the third reform came along—the provisions of 
which cancelled outright some deposits, converted others on a deflated basis, left others 
untouched, converted a few into forced loans, and blocked still others for a short period 
of time and the remainder for longer periods—the average depositor was sorely pressed to 
determine what he fully, only partially, or did not own. The Belgian program also became 


tangled in many complications, and in Czechoslovakia a Currency Liquidation Fund had to 
be introduced to administer the final stages of that program. 


: 
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few cases favoring savings deposits over other types of asset holdings, 
and usually granting somewhat larger percentage releases to owners of 
small holdings than to the wealthier owners. 

The third and final phase of these reforms—the gradual deblocking 
of all, or part of, the immobilized funds—was pursued with some 
marked differences from country to country. These differences were 
revealed in (1) the methods used to deblock funds, (2) the percentage 
of funds ultimately returned to their owners, and (3) the rapidity with 
which the funds were returned. We will briefly consider each of these. 

There were generally four types of releases made: (a) releases, on 
special request, to individuals who had been especially hard hit finan- 
cially by the war and occupation, or to invalids, oldsters and others; 
(b) releases for the payment of taxes, the purchase of government 
bonds, and in some instances for the purchase of insurance policies and 
other financial and real assets; (c) automatic blanket releases after a 
specified period of time had elapsed; and (d) discretionary blanket 
releases in the light of the economic situation as it developed month 
by month. Many countries relied upon all four methods of releasing 
funds, but even in these cases the emphasis was often quite different. 

There were also differences with respect to the percentage of blocked 
accounts ultimately released to their owners. In a few instances, all, or 
almost all, of the blocked funds were returned. This was true in France 
(I and IL), Denmark, Norway, and Finland. In other countries, large 
portions of these funds were wiped out in one way or another in the 
later stages of the programs, and in these cases the reforms were, in 
effect, similar to the Type One programs, in which the total supply of 
liquid assets was reduced at the outset. In Belgium, for example, after 
the initial allotments were made, the authorities segregated all blocked 
deposits into two categories: temporarily blocked deposits (40 per cent 
of the total), and permanently blocked deposits (60 per cent of the 
total). The latter portion was largely eliminated by the conversion of 
these deposits into forced loans and the subsequent redemption of the 
loan certificates with funds derived from special capital levies. To some 
extent, this path was also followed in the Netherlands, Czechoslovakia, 
and Bulgaria (1). In one country, Austria, the authorities simply can- 
celled a portion of the blocked deposits. 

Finally, of the funds ultimately released, a major portion of them was 
released in a few days or weeks in some countries, while in others the 
programs continued for years. In France (I) the funds were released 
almost immediately, in France (II) and Denmark, after only a few 
months, and in Belgium, the Netherlands, and Norway, only after 
several years. The percentage of funds released and the rapidity with 
which they were released depended primarily upon the objectives of 
the programs. Whenever the principal objective was to contain inflation, 
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the funds were usually deblocked slowly and then only in part. In other 
cases, the bulk of them was released rapidly. 

The Type Two programs were, on the whole, quite different from the 
Type One reforms with respect to their treatment of prices and wages. 
In the former, the flow magnitudes of the economy were generally left 
unchanged, while in the latter, as we have seen, they were often drasti- 
cally altered. The primary purpose of the authorities in carrying out 
many of the Type Two reforms was simply to skim off the excess. 
liquidity, at prereform prices and wages. Thus, although the average 
Norwegian had less liquid assets after monetary reform than he had 
before, the prices he paid for consumer goods and the wages he re- 
ceived were approximately the same a week after the reform as they 
had been just prior to it. 


The Type Three Reform 


Enough has been said above to make it unnecessary to delve deeply 
into the provisions of the Type Three monetary reform, inasmuch as 
these programs incorporated the principal features of the other two 
types. In this set of reforms, the liquid asset supply was reduced at the 
outset by the application of deflated rates of exchange to old currency 
and deposit holdings, but, in addition, a portion of the remaining supply 
was frozen in blocked accounts. 

The reform carried out in West Germany in 1948 offers a typical 
example of the measures to be found in this hybrid type of program.” 
In that country, all banknotes were called in and bank deposits were 
declared between June 20 and 26. Each person then received 60 new 
deutschemark notes (DM) for 600 old reichsmark notes (RM). Em- 
ployers were presented with 60 DM per employee for 600 RM.** Most 
bank deposits were converted at the same rate—10 RM for 1 DM— 
and one-half of the resulting DM balances was freed and the other half 
blocked. During October 1948, 70 per cent of the blocked balances were 
cancelled, 20 per cent were transferred to a free account, and 10 per 
cent were made available for investment in certain securities to be 
specified later. 

The Soviet-sponsored reform in East Germany was quite similar to 
the program conducted in the western zones."’ One difference, however, 


* There is a wealth of material available on this reform. See, for instance, F. A. Lutz, 
“The German Currency Reform and the Revival of the German Economy,” Economica, 
May 1949, XVI, 122-42, and H. Mendershausen, “Prices, Money and the Distribution of 
Goods in Postwar Germany,” Am. Econ. Rev., June 1949, XX XIX, 646-72. 

“It was at first believed that the initial per capita and employee allotments were 
made at par. The actual rate of exchange was not made apparent until a week later. 

* See, Haut-Commissariat de la Republique Francaise en Allemagne, Etude d’Ensemble 
sur la Situation Economique et Financiére de la Zone Zovittique d’Occupation en 
Allemagne de 1945 &@ 1950 (Berlin, Mar. 31, 1950). 
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was that savings deposits were converted at differential rates: one-to- 
one for the first 100 marks, five-to-one for the next 900, and ten-to-one 
for all in excess of 1,000 marks. The first Rumanian reform was also 
patterned along these lines, except that the amount of the initial allot- 
ment was more dependent on the economic class in which the individual 
found himself.’ For example, farmers were highly favored as to the 
amount of banknotes that they could exchange for new ones. On the 
other hand, unemployed persons, military personnel, and individuals in 
work camps and prisons were permitted to exchange substantially 
smaller sums. Moreover, certain commercial firms were granted no con- 
version rights at all. The exchanges were made at the rate of 20,000-to- 
one, and, in addition, a portion of the new funds was blocked and only 
gradually released in the later stages of the program. 

The monetary reform in West Germany was accompanied by a gen- 
eral decontrol of prices and wages, while in Rumania (I) the price and 
wage structures were completely revised and lowered. East Germany 
and Yugoslavia apparently maintained the flow magnitudes at approx- 
imately the same levels and kept them under controls. 


III. Objectives of the Monetary Reforms 


The European reform programs had a variety of objectives. There 
were first those objectives which were concerned with the prevention 
or the termination of inflationary spirals. Other objectives were con- 
cerned with surveys of asset distribution, the redistribution of asset 
holdings, and the achievement of other social goals. 


Anti-Inflationary Objectives 


The principal aim of many of the monetary reforms was to dampen 
without delay the inflationary pressures on prices and wages which 
appeared in force throughout Europe during the early years of the post- 
war period. It was generally expected that the reduction or partial 
blocking of liquid assets would achieve this end by reducing aggregate 
demand for goods and services, increasing incentives toward work, and 
decreasing the hoarding of goods. 

The monetary reform was expected to reduce private spending in 
two ways. First, it was anticipated that the loss of liquidity by families 
and businesses would make them feel poorer, and hence out of a given 
disposable income less would be spent for consumption and investment 
goods. The removal of excess liquidity from the economy, accompanied 
by tight controls over bank loans, would, it was anticipated, render it 


*The basic provisions of this reform may be found in Bulletin d’Information et de 
Documentation, Banque Nationale de Roumanie, July-Sept. 1947, pp. 152-55. 
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impossible for large-scale private deficit spending to occur. These expec- 
tations prevailed even in those cases in which the supply of money was 
not reduced at the outset, but only partially blocked for varying periods 
of time. Second, the very act of complying with the provisions of the 
monetary reforms—e.g., standing in long lines before banks to sur- 
render (permanently or temporarily) the major portion of one’s liquid 
funds—would dampen individuals’ expectations of rising prices, and it 
would induce them to spend less out of disposable incomes. Thus the 
technical provisions of the monetary reform would reduce (or partially 
block) the money supply, and the “psychological shock” of the program 
as a whole, it was thought, would decrease income velocity. In a few 
countries, special emphasis was placed on the shock effect as the princi- 
pal virtue to be expected from the monetary reform. 

The reform, by suddenly reducing the supply of liquid assets availa- 
ble to individuals, was also expected to increase incentives toward work. 
The excessive supply of these assets—relative to money national income 
—that was generated during the war and occupation by government 
deficits and export surpluses led many workers to take extended vaca- 
tions after liberation. In a few countries, such as West Germany, the 
volume of liquid assets owned by a sizeable portion of the population 
was probably equivalent to one or two years’ supply of consumer goods 
which individuals could reasonably expect to purchase under existing 
rationing measures. Consequently, many workers in these countries left 
their jobs, or worked part-time only, since an extra unit of currency 
from work had a zero or negative net marginal utility, whereas an extra 
free hour during the day to loaf or scout around for “deals” had sub- 
stantially more. The monetary reform was expected to send the major- 
ity of the vacationers and “non-producers” scurrying back into the 
labor force as soon as they found themselves without funds. 

Finally, it was anticipated that the loss of liquidity by merchants 
would induce them to relinquish their hoardings of inventories, and 
that this in turn would halt the price increases and at the same time 
convince the population that the reform had brought about an increase 
in the supply of consumer goods. Expectations of falling prices would 
then become prevalent and would serve, it was hoped, to dampen cur- 
rent spendings. The reforms were supposed to dry up black market 
activities and make it profitable for merchants to offer, and possible for 
individuals to purchase, the bulk of consumer goods in legitimate trade 
channels. 


Other Objectives 


Not all of the reforms, however, were introduced primarily for anti- 
inflationary purposes; in several instances, these considerations did not 
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even constitute immediate secondary objectives. The authorities in 
some countries initiated the reform programs in order (1) to conduct 
a survey of liquid asset distribution, (2) to redistribute liquid holdings, 
or (3) to achieve other social goals. 

The distributional surveys were expected to serve several purposes. 
First, they were to prepare the way for subsequent capital levies and 
capital increment taxes. Capital levies were very popular in postwar 
Europe, and whatever success some of them had was in no small part 
due to the data collected during these asset inventories. The pertinent 
provisions called for the declaration of banknote, deposit, and security 
holdings, and at times other assets, as we have seen, such as insurance 
policies and jewelry had to be revealed. The levies were generally not 
designed as anti-inflationary but rather as burden-sharing measures, 
and in this sense the monetary reform was an indirect means of redis- 
tributing asset holdings.’” 

An aim common to all of the earlier reforms was to prevent the infil- 
tration of old banknotes and other assets that had been carried outside 
the country during the occupation. This was taken care of in part by 
the currency provisions which declared all outstanding banknotes no 
‘longer legal tender, and which offered the opportunity to each person to 
exchange his old notes for new ones. By this technique the authorities 
were able to take stock of the banknotes still within their borders and 
to make certain that they (the authorities) would not be subject to 
future competition from potential “monetary authorities” outside the 
country who held large amounts of the old notes. 

Another purpose of the surveys, widely advertised by many of the 
governments, was to catch black-marketeers and other illegal operators. 
As old banknotes were turned in for new ones, the authorities made 
special note of those individuals converting large amounts of high de- 
nomination bills—the types generally used for nefarious purposes. In 
many cases, deblockings were not granted until the sources of funds 
had been thoroughly investigated by the authorities. Lastly, the survey 
data were often compared with prewar data on asset holdings in order 
to locate the large income recipients of the occupation period, the pur- 
pose being the collection of long-overdue income taxes. 


*It was generally recognized that the monetary reform hit only a narrow range of 
assets, permitting all other assets to escape. But it was sometimes assumed that those who 
had profited the most during the occupation had had insufficient opportunities to dispose 
of their liquid holdings. Also, some governments desired to remove a portion of liquid 
funds from circulation only temporarily. Since these funds were due to be returned to their 
owners, it was felt that it would be a waste of time to compute the contribution of each 
person on any other basis. Most of the authorities, however, planned to “equalize the 
burdens” by means of capital levies at a later date. Almost all countries went through 
the motions of applying these levies, but in many cases they were weak measures and only 
in small part corrected the original “inequiti 
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The second general objective of the reforms, more prevalent in east- 
ern than in western Europe, was to redistribute liquid asset holdings; 
when the reforms were accompanied by wholesale alterations of the 
price and wage structures, they were often expected to redistribute 
incomes, too. The large volume of liquid assets, unquestionably dis- 
tributed in a more uneven fashion than postwar incomes in many areas 
of Europe, threatened to swing a heavy share of current output toward 
the large asset-holding groups if they chose to reduce their holdings. 
Many governments, especially in eastern Europe, sought to stave this 
off through the reform provisions. For example, large asset holders 
were often accorded relatively unfavorable terms upon which their old 
assets could be exchanged for new ones. Prices and wage-rates were 
then reset to make it difficult for these same groups to accumulate large 
asset holdings in the future. 

Finally, in some eastern European reforms, other social goals were 
envisaged by the authorities. These included the suppression of “capi- 
talist elements,” the achievement of farm collectivization programs, and 
the general strengthening of the government’s position for the pursuit 
of future social programs. The attempt to attain these goals was re- 
flected, in part, in the unfavorable conversion rights granted to private 
enterprisers and independent farmers. Also, in several cases, the reforms 
were introduced at the end of pay periods, which guaranteed that the 
workers would be caught with few cash balances, and thus would suffer 
relatively little from the exchange provisions. 

As stated above, the majority of the reforms were intended to combat 
inflation. All of them, however, were concerned with other objectives as 
well, while a few in western Europe were initiated almost exclusively 
for other than deflationary purposes. 


IV. Evaluation of the Monetary Reforms 


Achievement of Objectives 


How successful were the monetary reforms in achieving these objec- 
tives? Aside from their anti-inflationary aims, they appear to have been 
successful in the majority of cases. The banknote exchange provisions 
did alleviate several of the currency disturbances arising out of the 
occupation, and they enabled the authorities to counter, to some extent, 
black-market activities. The blocking measures presented a breathing 
spell to governments during which time distributional data were col- 
lected. These data were then used to make capital levies more effective. 
When progressive conversion rates were employed, assets were redis- 
tributed in a matter of days. When these and other forms of discrimin- 
atory rates were used, certain economic classes were probably rendered 
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impotent, or at least they became more amenable to their government’s 
desires. 

The reforms in France (I and II), Denmark, and to a large extent in 
Norway were primarily designed to achieve several of these objectives, 
for after the banknote exchanges and the asset inventories had been 
made, all or most of the blocked funds were promptly returned to their 
owners. In fact, France (1) did not even bother to block deposits at all, 
while the Danish law stated that part of the blocked funds would be 
released a month after the initial blocking, and the remainder three 
months later. Within three or four months after the introduction of the 
Norwegian program, the major portion of blocked accounts was re- 
leased. Since, by and large, these programs accomplished what they set 
out to do, they must be judged successful. However, considering only 
the above objectives, most of the other reforms succeeded, too. For 
example, it appears beyond doubt that several of the eastern European 
countries were successful in significantly redistributing liquid assets and 
in furthering other socialist programs via the monetary reforms, even 
though these reforms were principally conceived as anti-inflationary 
weapons. 

But the majority of the monetary reforms should be judged primarily 
with respect to their anti-inflationary aims, and from this standpoint the 
reforms on the whole were disappointing. In fact, several of them were 
outright failures. It is, of course, extremely difficult, if not impossible in 
many cases, to separate the effects of the reforms from those of other 
events and policies occurring simultaneously or shortly afterwards. In 
Belgium, for instance, only fair success seems to have been attained, but 
shortly after its monetary program, the Belgian government was com- 
pelled to run substantial deficits in order to meet certain expenses con- 
nected with the presence of Allied armies within her borders. These 
deficits almost swamped the initial, favorable effects of the reform, and 
render it virtually impossible to judge what the full impact of the 
reform might have been. The same may be stated for the Austrian (II) 
case, while in several of the eastern European countries the presence of 
tight controls over prices and wages, the radical changes in political 
power, the growing proportion of socialized ownership of the means of 
production, not to mention the lack of available data and the recent 
dates of three of these reforms, make it especially difficult to appraise 
the programs. 

In a few cases, though, the verdict appears to be clear-cut. In western 
Europe, the reform that achieved the most impressive results was that 
of West Germany, and of these results the most dramatic were the 
return to the work force of many workers from “unproductive” occu- 
pations and idleness, and the reduction of absenteeism in the factories. 
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As a consequence, real output increased sharply in this country during 
the half-year following the sudden reduction of liquid assets. In addi- 
tion, a day or two after the monetary reform the supply of goods in 
legal channels increased as if by magic. Although this phenomenon was 
due almost entirely to the diversion of goods from “black” to legitimate 
channels and to the dishoarding of goods by merchants who had antici- 
pated the currency measures, the fact remains that the shop displays 
were sufficiently impressive to convince many that the worst was over— 
that consumer goods would henceforth be easily available at ‘“reason- 
able” prices. Current spending patterns responded accordingly. To a 
lesser extent, the same phenomena appear to have taken place in 
Austria (III), the Netherlands, and a few other countries. In eastern 
Europe, most facts indicate that the USSR and Hungary (II) had a 
large measure of success with their reforms. Not enough time has 
elapsed to warrant any statement about the second reforms in Poland, 
Rumania, and Bulgaria. 

On the other hand, Finland, Greece, and Austria (II) apparently had 
little or no success in dampening inflationary pressures with monetary 
reforms. The same may be said for the Polish (1), Rumanian (1), and 
Bulgarian (1) reforms, and there is no doubt that the first Hungarian 
program failed miserably to halt inflation. Also, inflationary pressures 
were not quelled to any significant extent by either the French (II) or 
Czechoslovakian measures. 

Thus, here and there, some dramatic, anti-inflationary results were 
attained by countries utilizing the reforms, but there were several fail- 
ures and, it appears, many partial successes only. The persistence of 
inflation throughout most of Europe during 1946-47, and the necessity 
of several countries to resort to the monetary reform a second or third 
time, is evidence that all of these programs did not enjoy complete 
success. One is forced to conclude that, on the whole, the programs 
achieved much less than had been expected of them. 


Some Causes of Failure 


What were the reasons for the complete or partial failure of some of 
these programs? First, the reforms were not capable of overcoming 
many of the supply (of goods) difficulties of the early postwar period. 
Second, in practice they probably did not reduce private spending to 
any appreciable extent. Third, they were accompanied by inappropriate 
government policies and other unfavorable events. 

In the face of large private demands, real output in many areas of 
Europe during the early postwar years remained far below prewar 
levels. This was not due to a large volume of involuntary unemploy- 
ment, but rather to such factors as the wartime destruction and neglect 
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of capital equipment, the neglect of land fertility, the loss of land area 
to the USSR, the depletion of inventories, the incapability of many to 
work at normal speeds for an average workday because of mental 
exhaustion and undernourishment, and finally to voluntary idleness. In 
so far as the last phenomenon was caused by excessive liquid holdings, 
the monetary reforms were capable of affecting work incentives, and 
hence dampening inflationary pressures. In some countries this was a 
significant factor and it was here that the reforms achieved some of 
their most impressive results. But, in other countries, this was not an 
important element in the inflationary picture, and in all cases the 
reforms were not designed to cope with the other supply difficulties. 
However, compared with other anti-inflationary weapons, the monetary 
reform from this standpoint was not unique; other measures would 
probably have fared no better and, as we shall observe below, might 
well have proved less effective in increasing work incentives. 

The reforms were also weak anti-inflationary measures because they 
failed in many instances to reduce appreciably private spending. It is 
probable that the most serious shortcoming of these monetary programs 
was that they relied almost exclusively on the liquidity effect to dampen 
spending, and left untouched real disposable incomes; the latter were 
not directly affected since prices, wage rates, and other regular pay- 
ments were either converted at par, or were lowered proportionately.” 
In many instances, it is possible that the liquidity effect would have 
been weak even if the programs had been carried out in the most effec- 
tive manner. There is, of course, no way to prove this, but it can be» 
said that, whatever the maximum liquidity effect might have been, in 
practice this force was probably quite weak in a number of countries 
for several reasons. 

First, even when liquid assets were reduced at the outset of the 
programs, it was not impossible for families who, in the absence of the 
reform, would have spent less than their incomes to maintain their 
same rates of spending if they so desired. Some of the reforms in fact 
encouraged them to maintain these rates, since funds were blocked only 
temporarily with the tacit understanding that most or all of them 
would be returned eventually. It is inconceivable that temporary block- 
ing of this sort could have had much influence on the spending habits of 
many families. 

Second, in many cases, a large number of families probably lost little 
through the currency exchange provisions. To begin with, liquid assets 
were undoubtedly so heavily concentrated in the upper-income classes 
that many families in some of these countries had nothing much to 


*” In a few cases, it appears as though substantial redistributions of disposable incomes 
took place, which undoubtedly altered spending patterns, too. 
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lose during the exchange process. Since their current (real) incomes 
remained approximately constant, these families might well have main- 
tained their prereform spending rates. It should also be recalled that 
several reforms utilized progressive conversion rates, so that even if 
low- and middle-income groups held sizeable blocks of liquid assets, 
they were often hit lightly. Furthermore, some reforms did not affect a 
large proportion of total liquid holdings in any case. For example, the 
Finnish program hit only 8 per cent of total currency and deposits, In 
France (II), only 5,000 franc notes were affected, while in Hungary (1) 
all deposits escaped the exchange provisions. Moreover, in almost every 
case, government and private security holdings, life insurance policies, 
and other forms of liquid wealth were not subject to the conversion 
laws. Such partial reductions probably had little effect on either con- 
sumer or business spending. 

In some of the blocking programs, not only was the public under the 
impression that its funds (or most of them) would be released in time, 
but large portions of these blocked accounts actually were released so 
rapidly as to negate whatever favorable effects the reforms might have 
initially enjoyed. Funds were not only readily deblocked for the pay- 
ment of taxes, the purchase of government securities, and for emer- 
gency expenditures (the latter were sometimes defined as those expendi- 
tures which the family was in the habit of making but which it could 
not make now that its funds were blocked! ), but blanket releases were 
made in such volume as to quickly undermine the reform measures. 
This was true in varying degrees in Belgium, Czechoslovakia, Austria 
(II), and the Netherlands. 

Finally, in practice, the liquidity effect may also have been weak due 
to the fact that some of the reforms might have given rise to anticipa- 
tions of second or third programs. To the extent that this was true, 
individuals and businesses would be reluctant to hold currency and 
deposits for fear that these assets would be hit again. To protect one- 
self against the type of monetary reform conducted in Europe, one had 
only to consume income or to hold wealth predominantly in either real 
assets or, in most cases, private securities. There is some evidence that 
the Austrians and Hungarians reacted unfavorably to their initial re- 
forms, and it would be surprising if families in Rumania, Poland, and 
Bulgaria were not at this time hesitant to hold the types of assets 
affected by the two reforms in each of those countries. One monetary 
reform may not give rise to a flight from money, but it is extremely 
doubtful that most individuals will remain calm after a second or third 
program within, say, a five-year period. It is probably true that mone- 
tary reforms are also subject to diminishing returns. 

Through no fault of their own, several of these measures failed to 
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halt inflation because of inappropriate government actions which 
accompanied or shortly followed them. These included relatively high 
government expenditures coupled with inadequate tax receipts, and 
easy bank credit policies. 

Government expenditures in many European countries during 1945- 
46 were “necessarily” large for a number of reasons. First, several 
countries were compelled to meet partially the expenses of the Allied 
armies situated within their borders. Others were required to pay 
reparations, and all felt obligated to meet partially the costs of recon- 
struction of homes and factories, the rehabilitation and relocation. of 
large segments of the population, and other social welfare programs. 
Primarily in eastern Europe after 1947, but also in some western Euro- 
pean countries (such as Norway), heavy industrialization programs 
necessitated large government outlays. These spendings, coupled with 
large private spendings out of relatively high disposable incomes, soon 
offset, in some countries, the initial, favorable effects of the reforms. 

But, would it not have been possible to boost tax rates to levels 
sufficiently high to offset the inflationary impact of these governmental 
outlays? There are simply too many countries under consideration here 
to permit a general answer to this question. However, a few factors, 
common to most countries, suggest that an all-out income tax program 
in 1945-46 to accompany the monetary reforms might not have been 
feasible or possible. Many governments were not able to move rapidly 
in the income tax field for lack of trained personnel to handle the job. 
In some instances, it would have required years to gather together and 
train these personnel.*' But, even if the administrative set-up had been 
adequate, it was considered quite likely that higher income tax rates 
might yield only a small increase in tax revenues. Tax morality was at 
its lowest ebb immediately after liberation, in large part because the 
evasion of regulations during the occupation was considered by many 
as honorable, and these attitudes were carried over into the postwar 
period. When this factor was linked, in the minds of the authorities, 
with the longstanding propensity of farmers and other groups, in some 
areas of Europe, to evade taxes, income taxation as a main weapon 


*Nor was it possible for many of these governments to impose widely based capital 
levies immediately after the war. The pertinent information of wealth distribution was 
not on hand, and it would have required months, perhaps years in some cases, to bring 
together these data. On the other hand, the monetary reform dealt only with those assets 
whose ownership patterns were known, or could be known in a short period of time. 
Bank deposits were ideal assets from this standpoint, while banknotes, unlike bathtubs and 
land, could be recalled and exchanged for new ones on the terms set by the authorities. 
The major share of the administrative tasks fell on existing financial institutions which 
had only to increase their staffs to handle the extra loads. These tasks were lightened, of 
course, by the very nature of the assets affected, which made evasion of the provisions of 
the law practically impossible. 
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against inflation did not seem to offer much promise of success. In any 
case, however, the fact remains that an inadequate tax program, given 
the relatively high levels of government expenditures, upset the reform’s 
applecart in several of these countries. 

The initial effects of a few of the reforms were also negated by 
credit policies which were incapable of preventing sharp increases in 
bank loans to businesses and individuals subsequent to the monetary 
reforms. If funds could not be deblocked, large private spendings were 
occasionally financed by supplementing current incomes with bank 
borrowings; sometimes, the collateral used was the blocked deposit! 
Such was apparently the case in Austria (II), Greece, and one or two 
other countries. Many governments for social reasons were reluctant to 
raise interest rates. Higher rates would have had a disturbing influence 
on house building and on rents of new houses,** and would have yielded 
higher incomes to the rentier class. Debt management considerations, 
as in this country, sometimes were successful in preventing upward 
movements in the interest rate structure. 


V. Conclusion: Monetary Reforms and Orthodox Measures 


The excessive volume of liquid assets in Europe apparently exerted 
its effects in at least two ways: (1) It increased private spendings out 
of disposable incomes, and (2) it weakened work incentives. In many 
of these countries the first phenomenon appears to have largely over- 
shadowed the second. In others, the second phenomenon was particu- 
larly potent. Such nonuniformity in the liquidity effect was, to a large 
extent, due to differences in the volume of excess liquidity existing in 
these countries. As individuals gained excess liquidity, it is quite likely 
that their attention was first directed to the possibility of increasing 
their spending and not to the possibility of reducing their working 
hours. However, as excess liquidity continued to grow, attention was 
turned more and more to the second possibility. Some individuals 
worked fewer hours per day, or fewer days per week, but for many 
there was little leeway to adjust these hours. The relevant decision, in 
many cases, was whether to continue work or to quit work altogether, 
and such a decision was a major one. Therefore, only when excess 
liquidity had reached very large proportions did a significant segment 
of the labor force voluntarily give up work for a time to live off accumu- 
lated assets. On the other hand, spending probably grew continuously 
as liquidity grew, even though the total liquidity effect on spending 
might have been weak. 

Thus, the results of the monetary reforms were almost bound to be 


* See, B. Ohlin, The Problem of Employment Stabilization (New York, 1949), p. 23. 
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more dramatic in some countries than in others, aside from differences 
in the administrative efficiency and vigor with which the reforms were 
carried out. For many countries, the most that could be hoped for was 
some slackening in the rate of spending once excess liquidity had been 
removed. In those cases in which the liquidity effect on spending proved 
to be slight, the monetary reform was not a potent anti-inflationary 
weapon. Moreover, even where this effect might have been potentially 
large, in practice, as we have seen, various defects in the reforms them- 
selves weakened their impact on spending. On the other hand, in those 
few countries where excess liquidity had grown so large as to affect 
seriously work incentives as well as spending, the reforms appear to 
have been highly successful in spite of several of the same types of 
defects which were found in less successful reforms. While these defects 
frequently weakened the liquidity effect on spending, they probably 
seldom weakened this effect on work incentives. For example, tempo- 
rary blocking might not have altered significantly the spending habits 
of individuals who were currently working, but it undoubtedly induced 
the majority of the voluntarily idle to return to work. Thus, where the 
monetary reform was least needed it had to be highly efficient to be at 
all effective, and where it was most needed it could suffer certain de- 
fects and still succeed admirably. 

Would it have been possible for many of these countries, from the 
standpoint of inflation control, to have dispensed with the monetary 
reform altogether? That is, aside from administrative and similar con- 
siderations, would it not have been possible for these countries to have 
dampened inflationary forces with higher income taxes and tighter 
credit controls, without the utilization of the monetary reform at all? 
While no general answer to this question is possible, one suspects that 
in several countries the reforms would have been of no great value as 
anti-inflationary measures even if they had been carried out with the 
highest efficiency. For example, in Finland the inflation was largely 
due to a heavy rate of investment spending which set off a price-wage 
spiral. Investment spending was heavy because of refugee reallocation 
problems, the reconstruction of Northern Finland, and the necessity of 
building new industries to meet reparation demands from the USSR. 
In the face of this situation, the 1945 monetary reform, which reduced 
the volume of banknotes in circulation, was a straw in the wind. The 
introduction of monetary reforms in such cases was due either to fac- 
tors that had little direct connection with inflation control—such as 
taking inventory of banknotes still within the country—or to a mis- 
placed emphasis on quantity theorizing which led many authorities to 
focus their attention on “stocks” to the neglect of flow magnitudes. 
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But in many countries the reform, or something similar to it, was 
probably an essential part of any over-all program to control inflation. 
This was obviously true in such countries as West and East Germany 
and Austria where excess liquidity had largely destroyed work incen- 
tives. But the case for the monetary reform was almost as compelling in 
the other countries. Consider the alternative measures faced by the 
authorities in these countries. So far as income taxation was concerned, 
the impact of excess liquidity on spending meant that, with a given 
rate of government expenditures, tax receipts had to comprise a larger 
proportion of national income than they otherwise would if inflation 
were to be avoided. But since excess liquidity also made individuals 
less dependent on their current incomes for current expenditures, a 
given ratio of tax receipts to national income was more likely to kill 
incentives toward work than if excess liquidity had not been present. 
Thus, the existence of this liquidity created a dilemma for the authori- 
ties in a number of European countries. An excessive volume of liquid 
assets necessitated an increase in tax rates and at the same time made 
it especially dangerous, from the standpoint of incentives, to maintain 
the existing level of rates. 

Central bank measures were also probably weak in a number of 
countries in which liquid holdings were excessive. The presence of these 
holdings undoubtedly made some families and business firms less de- 
pendent on bank loans as supplements to their current incomes, and 
hence less sensitive to changes in interest rates and in the tightness of 
the money markets. Furthermore, orthodox monetary policy was not 
capable of significantly altering the total supply of liquid assets, even 
though it was capable of altering the composition of that supply. In 
some countries, excessive liquidity created too many “self-sufficient 
islands” within the economy for the successful pursuit of conventional 
monetary measures. 

The authorities in some countries also felt that, in the presence of a 
large stock of liquid assets, the continuance of direct controls over 
prices and wages—that is, the continuance of the disequilibrium sys- 
tem—would be futile. In many areas of Europe, the termination ‘of 
fighting brought with it not only a decreased desire to obey regulations 
but also widespread anticipations of rising prices as part of a postwar 
inflation. In addition, large segments of the population had little desire 
to go on accumulating claims to output in the face of an already abun- 
dant supply of these claims. Even if work incentives had not been 
seriously impaired at the time, there was always the danger that the 
continuance of the disequilibrium system would ultimately lead to a 
general deterioration of these incentives. The West German case is, of 
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course, an outstanding example of how excessive liquid holdings can 
destroy a controlled system and lead to a decrease in incentives through- 
out an entire economy. There is reason to believe that during the past 
two or three years several of the eastern European countries have found 
themselves in similar situations, which accounts in part for the repeti- 
tion of monetary reforms in this area of Europe in recent years. 

Thus in a few countries, such as France and Finland, the monetary 
reform might well have been dispensed with. In others, however, while 
the monetary reform was not capable of achieving short-run, dramatic 
results, the sweeping away of excess liquidity was probably essential if 
the orthodox anti-inflationary measures were to become effective. In a 
few countries, where work incentives had already been widely de- 
stroyed by excess liquidity, there can be little doubt but that the reform 
was a necessary step along the path of inflation control. 


THE INTERNATIONAL TRADE PHILOSOPHY 
OF CORDELL HULL, 1907-1933 


By R. ALLEN* 


“We urgently need more economics and less selfishness and politics in deal- 
ing with tariffs.” Cordell Hull, Congressional Record, April 14, 1926, p. 7472. 


It is a commonplace that economists generally, and perhaps interna- 
tional trade theorists more than most, have not been permitted to make 
their maximum potential contribution to the formulation of public 
policy. Typically, men slightly versed in economic principles and little 
inclined to consult the academic specialist have framed our commercial 
policies. In light of the divarication in this field between the policy- 
maker and the economist, it is rather curious and certainly unfortunate 
that very limited study has been devoted to tariff debates." Economic 
analysis usually has been conspicuous by its absence or perversion in 
the determination of American tariff policy; and economists have been 
disinclined to concern themselves with the problems either of how best 
to disseminate their reasoning and conclusions among legislators and 
the community or of the consequences of the imperfect mobility of their 
ideas.’ In any case, whether the economist should strive generally for a 
more active role in formulating policy or be content with a passive, 
spectatorial mission of detached analysis, it behooves him not to aban- 
don entirely the study of legislative deliberations and processes to the 
political scientist, the historian, and the psychologist. 

* The author, who is assistant professor of economics at the University of California, 
Los Angeles, wishes to acknowledge the comments and suggestions of Professor R. S. Smith. 
The work was largely completed while the author held a fellowship of the Social Science 
Research Council. 

*One exception is the survey of the 1929-30 debates by F. W. Fetter, “Congressional 
Tariff Theory,” Am. Econ. Rev. (Sept. 1933) XXIII, 413-27. An analysis of the con- 


cressional committee hearings on the Hawley-Smoot bill is given by E. E. Schattschneider, 
Politics, Pressures and the Tariff (New York, 1935). 


* Naturally, this is not to suggest that the point of view and the pressures affecting the 
mode of analysis are, or should be, identical for both the policy-maker and the academic 
economist. See Jacob Viner, “The Short View and the Long in Economic: Policy,” Am. 
Econ. Rev. (March 1940) XXX, 1 ff. Fetter (op. cit., p. 427) appears too sanguine in 
discounting the low quality of congressional debates as being merely a reflection of the 
public’s ignorance and nationalistic inclinations. This is not the place to discuss the impli- 
cations in political theory of this interpretation. But for purposes of economic analysis, 
we should do well to heed Viner’s admonition against concluding that, because the theories 
of a period can be explained in light of the circumstances then prevailing, the theories 
(and congressional debates) can also be justified by appeal to these special circumstances. 
Jacob Viner, Studies in the Theory of International Trade (New York, 1937), pp. 110-11. 
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This article is concerned with the views on foreign trade of Cordell 
Hull during his years in Congress.* Hull’s unusual interest and compe- 
tence in the field of international economics made it possible for him to 
be “both the spearhead of the movement towards a more liberal policy 
for the United States and a substantial part of its driving force.”* 

Thus, the history of the Trade Agreements Program, which has fur- 
nished the core of United States economic foreign policy since 1934, 
would be inadequately told without consideration of the long-held views 
of the statesman from Tennessee. 

A review of the early international trade views of Hull may be con- 
sidered a case study of congressional trade theory. As such, the speeches 
and statements of Hull are both good and bad: good because they were 
given over a period of more than a quarter of a century and were the 
product of a consistent, intelligent and conscientious public servant; 
bad because, by his virtues, he was rather an atypical congressman. 
Hull’s theorizing, for all of its lack of sophistication as measured by 
the standards of the professional economist, was considerably higher in 
quality than that of almost all his colleagues. 

To Hull the commercial aspects of foreign policy were always of 
paramount importance. He traces his interest in the tariff and other 
problems of trade to his first excursion into politics when, at the age of 
sixteen, he participated in the Cleveland-Harrison campaign of 1888.° 
In his first year in Congress, he decided to specialize in “revenue, tariff, 
and other forms of taxation, economics, and finance.” The basic ele- 
ments of his thought were held consistently throughout his career, and 
it needs only to be mentioned that his approach to trade policy enlarged 
during the first World War from considering the subject as just a do- 
mestic issue to viewing it also as a key to the problems of international 
welfare and peace.’ . 


I. The Gains From Trade 


Nature and Purpose of International Trade. To the economist, inter- 
national trade theory centers around two points: the reason for and the 


* Hull had a long and significant career in Congress. He held a seat in the House of 
Representatives from 1907-30, except for the years 1921-23, and was elected to the Senate 
in 1930, resigning from the upper house in 1933 to become Secretary of State. From 1921- 
24, he acted as chairman of the Democratic National Committee. He was Secretary of State 
for almost twelve years—longer than any other man has held the position. 

“HH. J. Tasca, The Reciprocal Trade Policy of the United States (Philadephia, 1938), 
p. 82. Tasca presents a brief summary of Hull’s trade philosophy (pp. 82-85). 

* The Memoirs of Cordell Hull (New York, 1948), Vol. I, p. 21. 

[bid., p. 46. 

‘ [bid., pp. 81, 84, 100-01, 352, 363-64. See also H. B. Hinton, Cordell Hull: A Biography 
(New York, 1942), pp. 148, 159, 163. 
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essential basis of trade (emphasized in the Heckscher-Ohlin approach) ; 
and, given these conditions of trade, the distribution of specialization 
and the direction of trade, and the gains from such specialization and 
exchange (still largely associated with the orthodox Ricardo-Mill- 
Marshall-Taussig line of thought). Except for the question of the gains 
from trade, Hull largely ignored these topics, and the gains which he 
discussed generally were not those stressed in economic theory. 

He did not attempt a formal statement of the comparative cost prin- 
ciple. While he paid considerable attention to the interdependence of 
imports and exports, he did so in connection with specific problems of 
trade policy and in reference to the mechanism of trade, not in regard 
to its basic nature and purpose. “Foreign trade,” he said, “is really the 
mutually profitable exchange by nations of their surpluses.’ 


International trade is simply a system of barter or exchange of goods and 
products between nations. Each nation must sell its surpluses to other 
nations needing or desiring them, while in turn it purchases from others 
such goods and commodities as it may specially desire, chiefly those it 
does not itself produce at all, or in sufficient quantities, or the production 
of which is not economically justifiable.® 


Generally, Hull was much more impressed with the advantages of 
disposing of surpluses than with those of obtaining imports. The chief 
gain which did accrue from imports was lower production costs because 
of cheaper raw materials. Lower costs not only would allow cheaper 
prices for the benefit of the consumer but also would enable the pro- 
ducer to compete in the markets of the world, which, in turn, would 
both raise the general level of economic activity and contribute to the 
community’s welfare.’° But he emphasized that international trade 
“does not mean the displacement of established home production and 
trade of one country by that of another.” On the one hand, imports are 
largely noncompetitive, being either raw materials not domestically 


* Congressional Record, Apr. 14, 1926, p. 7472. 


*Ibid., May 10, 1926, p. 9103; see also ibid., Dec. 22, 1920, p. 634; Department of 
State Press Releases, June 17, 1933, pp. 448-49. (On this point, as on many others in the 
remainder of the paper, the author is prepared to furnish extensive documentation, Limita- 
tions of space make necessary only sample citations.) These statements are rather intriguing 
in their similarity to classical dicta. See Viner, Studies, ch. 8, 9. Note particularly J. S. 
Mill’s criticism (Principles of Political Economy, W. J. Ashley, ed., pp. 578-80) of Adam 
Smith’s declaration (Wealth of Nations, Modern Library ed., p. 415) that one of the 
major advantages of trade is that “it carries out that surplus part of the produce of their 
land and labor for which there is no demand among them, and brings back in return for it 
something else for which there is a demand.” 

” Cong. Rec., June 9, 1911, p. 1816; ibid., Dec. 19, 1925, pp. 1182, 1184; New York 
Times, June 24, 1929, 10:2. In 1923, he repeatedly urged a reduction in the sugar tariff for 
the benefit of consumers. Jbid., March 24, 1923, 1:3. 
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available or semimanufactured and finished articles which cannot be 
profitably produced at home in sufficient quantities. On the other hand, 
disposal of exports generally involves the locating and developing of 
new customers and new markets for surplus production.”* 
Employment Effects: The Disposal of Surpluses. The point which 
Hull stressed probably more than any other after the war was the 
necessity of selling surpluses abroad. In 1919 he stated that “the 
biggest factor in our domestic prosperity during the coming years will 
be our foreign trade,”** and the export of “these ever-increasing sur- 
pluses” was the essence of the foreign trade problem.’* The United 
States, so his argument ran, is the world’s greatest producer. Indeed, 
we produce vastly more of many commodities than we can consume— 
the capacity to consume evidently being an absolute quantum, un- 
affected by possible alternative prices or income levels. Since, with 
reasonably full employment, we produce large surpluses, exports are 
essential, although the inflated export values of the war period would 
naturally decline somewhat. Our economy must enjoy substantial ex- 
ports, or there would inevitably result permanent unemployment and 
stagnation, only partially relieved by “dumping” abroad.’* The moral 
was clear, assuming that we did not wish to curb the development of 


our productive potential: we must vigorously promote our export trade, 
in which policy “super-protection” could be nothing but an anomaly.” 
“Our chief expansion must be beyond the seas.’’*” 

With his strong conviction that there is a significant causal relation 
running from trade policy to the level of economic activity, it was per- 
haps inevitable that Hull would claim that ‘“‘every important panic since 
the Civil War has occurred either under Republican high-tariff admin- 


™ Cong. Rec., Dec. 19, 1925, p. 1182; ibid., May 13, 1929, p. 1208. 

* [bid., Dec. 9, 1919, p. 8744; see also ibid., Apr. 14, 1926, p. 7472. 

"N.Y. Times, Nov. 18, 1925, 25:1; Cong. Rec., Jan. 3, 1929, pp. 1071, 1072. 

“While an artificial curtailment of trade results in losses because of misallocation of 
resources, it does not necessarily involve losses through unemployment; and thus, as 
mentioned earlier (see note 9), Hull repeats an error of Smith and as well deserves the 
censure of Mill. It is not here implied that Mill’s analysis, which assumed perfect mobility 
of resources and was in the tradition of Say’s Law, is adequate. Nevertheless, it is not 
essential—as Hull declared—to rely upon trade policy to maintain high national income. 
It should be added that Hull did not speak in terms of an export balance, and in the 
1930’s he denied any motive to promote such a balance. Quite the contrary, he recognized 
that exports must sooner or later be matched by imports and vigorously condemned beggar- 
thy-neighbor policies. Thus, while his analysis implies perfect immobility of resources now 
in export industries, he evinced little concern over the possibility that immobile factors in 
nonexport industries might be embarrassed by increased imports. 

* Cong. Rec., Feb. 21, 1919, pp. 3955-56; ibid., Mar. 11, 1924, p. 3948; Press Releases, 
May 6, 1933, pp. 312-13, 313-14, 315. 

* Cong. Rec., Feb. 21, 1926, p. 7472. 
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istrations or their high-tariff legislation.”’* The Great Depression, fol- 
lowing a period of boom which was not the result of high tariffs, was no 
exception. The “half-insane policy of economic isolation during the past 
ten years by America and the world under American leadership is the 
largest single underlying cause of the present American and world 
panic. .. .”’* Almost every nation, in the interests of self-sufficiency, 
sought at once to stimulate production and to curtail trade, with the 
inevitable result of unsold surpluses, a disrupted commercial system, 
and disjointed economies.’’ A necessary, although not a sufficient, con- 
dition for the restoration of prosperity—in addition to “indispensable 
and all-important” domestic programs—was the opening of the markets 
of the world to the natural flow of surplus commodities.*” At the London 
Economic Conference, the Secretary of State emphasized that an effec- 
tive policy to this end must, in some form, be multilateral: 


. nations are substantially interrelated and interdependent in an 
economic sense with the result that international cooperation is a 
fundamental necessity. . . . Many measures indispensable to full and 
satisfactory business recovery are beyond the powers of individual states. 
. . . It is equally true that mutually profitable markets could only be 
obtained by the liberalization of the commercial policies of other countries 
and this is only possible by the simultaneous action of all governments 
stabilizing exchange and currencies and reducing to a reasonable extent 
trade barriers and other impediments to commerce between nations.*? 


Political Stability and Peace. After becoming Secretary of State, Hull 
put much emphasis on the economic foundations of political relations. 
He did not stress this consideration during his years in Congress,” 
although several times he indicated his belief that the major causes of 
war are economic in nature.** And in 1929 he prophetically warned: 
“Economic questions more than all others will engross the attention of 


* Ibid., Feb. 21, 1926, p. 7472. 

* Ibid., Mar. 24, 1932, p. 6788. “Had international trade, unfettered by universal tariff 
barriers, been permitted to increase according to the pre-war ratio, the many millions of 
unemployed wage earners in this and other countries would today be employed at full 
time.” N.Y. Times, Feb. 16, 1931, 20:1. 

* Cong. Rec., May 13, 1929, pp. 1205-1206; N.Y. Times, Sept. 27, 1931, 2:4; Press 
Releases, Apr. 29, 1933, p. 287. 

* N.Y. Times, June 2, 1931, 27:1; Press Releases, Dec. 16, 1933, p. 342. 

™ Foreign Relations of the United States (Washington, 1950), 1933, Vol. I, pp. 638-39. 
And at the Montevideo Conference, Press Releases, Dec. 16, 1933, pp. 342-43. 

* Hull's own account of his intellectual development (see citation in note 7) indicates a 
greater concern in the political implications of foreign economic relations than is evidenced 
in his congressional addresses and statements. 

* Cong. Rec., Dec. 9, 1919, p. 8743; ibid., Mar. 24, 1932, p. 6793. 
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this Country and the world for many years to come.’”* It was essential, 
therefore, in a world of growing economic interdependence, to achieve 
such reforms in commercial practices as would eliminate many of the 
causes of political conflict.*° 

A condition of general depression tended to increase the intensity of 
economic fears and rivalries. The chaotic economic situation of the 
early 1930’s was, Hull felt, largely responsible for social unrest, degen- 
eration of “international ethics,” and the threat of eventual military 
conflict.*” 

Opportunities for Leadership, Throughout the period from the end 
of the first World War to the depression, Congressman Hull urged that 
America, in the face of new global economic conditions, should adopt a 
liberal commercial policy. The war had wrought both physical and 
financial changes: the immediate productive power of Europe had been 
reduced and disorganized while that of the United States had greatly 
expanded—raising the problem of “surplus” production here; the 
United States had been transformed from a debtor to a creditor; our 
share of the world’s gold and of world trade was greater than before 
the war; whereas foreign trade generally was demoralized, we had 
experienced a trade boom during and just after the war, with the value 
of foreign trade becoming a much larger percentage of domestic produc- 
tion than in previous years. In short, the United States had been thrust 
into the “dominant position in the financial and commercial affairs of 
the world.”*’ Hull continued in the late ’twenties to insist that this 
country possessed extraordinary trade opportunities which should be 
eagerly exploited.” 

Shortly after the elections of 1920, he observed that the United 
States faced the “momentous question” of whether it would adopt the 
“wise and philosophic policy” of maintaining “our present supreme po- 
sition in world finance, commerce, and industry,” through a liberal and 


* Ibid., May 13, 1929, p. 1203. 

*“Economic peace offers the greatest assurance of permanent world peace. Artificial 
trade barriers invariably create bitter trade rivalry, vicious trade practices, and economic 
wars, which in modern times have been the prelude to actual wars. Commercial power or 
control means political control and often military control as well. It becomes all important, 
therefore, to reduce to a minimum those trade discriminations, obstructions, and monopoly 
combinations, which breed serious antagonisms and strife in the efforts by nations to extend 
their commercial interests.” Jbid., Dec. 19, 1925, p. 1184; see also ibid., Feb. 26, 1915, 
pp. 4766, 4768; N.Y. Times, July 25, 1931, 1:7. 

* N.Y. Times, Sept. 27, 1931, 2:4; Press Releases, Apr. 29, 1933, pp. 297-99. 

* Cong. Rec., Dec. 22, 1920, pp. 631, 632, 635; ibid., Mar. 11, 1924, p. 3947. Even 
before the war, Hull chided his high-tariff opponents for their lack of confidence in the 
ability of the American producer to compete in world markets. [bid., June 11, 1911, p. 1817, 


* Tbid., Apr. 14, 1926, pp. 7473, 7475. 


ALLEN: TRADE PHILOSOPHY OF CORDELL HULL 107 


vigorous commercial policy,*® or whether it would “as the only alterna- 
tive adopt the narrow, short-sighted, suicidal policy of commercial iso- 
lation.”*® But proper trade policy was much more than a purely do- 
mestic issue. He correctly observed in 1919 that conditions then pre- 
vailing would lead naturally to a readjustment of tariffs and of commer- 
cial relations, which would “offer a strong incentive to the renewal of 
tariff wars.” It was thus of paramount importance to secure the general 
adoption of “certain prohibitions by which both individuals and nations 
shall be governed in their international financial and commercial activi- 
ties, thereby eliminating . . . unfair, hurtful, and trouble-making prac- 
tices and methods. . . .”** He considered the immediate postwar period 
a most propitious time to call an international trade conference, leading 
perhaps to a permanent trade-agreement congress or an arbitration tri- 
bunal, to establish “a code of commercial ethics,” and be deplored the 
failure of the Paris Peace Conference to achieve an international agree- 
ment to abandon the more vicious trade practices.” 


*One of the elements of such a policy would be “negotiating wise reciprocal com- 
merical treaties.” 


* Ibid., Dec. 22, 1920, pp. 634-35. 
* Ibid., Feb. 21, 1919, pp. 3956-57. 


4 Tbid., Feb. 21, 1919, pp. 3955, 3956, 39600; ibid., Dec. 9, 1919, p. 8743. In February 
1916, Hull had prepared a resolution, which in modified form was introduced in the House 
in April 1917, calling for a trade conference at the end of the war. In 1916, Hull submitted 
a copy of his resolution to Secretary of State Robert Lansing and asked for the latter’s 
view of the wisdom of offering the resolution in Congress at that time. Hull said he had 
“in mind the generally accepted fact that the chief underlying cause of the present Euro- 
pean war is accounted for in the strenuous trade conquests and bitter trade rivalry being 
conducted prior to the outbreak of the war. .. .” Also, largely for the sake of its own 
commercial welfare, it was “very important and necessary” for the United States to fore- 
stall the formation of economic unions by either the Allies or the Central Powers to 
conduct economic warfare after the military armistice. National Archives, State Decimal 
File 1910-29, 600.0031/2, letter from Hull to Lansing, Feb. 16, 1916. It was the opinion 
of C. A. Holder, Foreign Trade Adviser in the State Department, that “unquestionably 
both the allied and central powers would resent bitterly any such proposal made at this 
time or even made after the war.” During the war, it was “absolutely impossible . . . to 
discuss such a question.” “After the war undoubtedly groups . . . will continue to wage 
economic war on each other unless the decision is so decisive that the loser will be unable 
to resist the dictation of the winner. In any event the victorious side would not welcome 
our interference nor if the war should become a draw would our suggestions be welcomed 
as economic conditions in both groups will be so radically different from ours that the 
measures they may have to take to regain a part of their commerce will not be at all 
similar tc measures that we have taken or will take in the future.” Jbid., memorandum 
from Holder to F. C. Polk, Counselor, Feb. 19, 1916. Lansing replied to Hull that the 
opinion of the Department was that “such a proposal would undoubtedly prove unaccept- 
able to the belligerent powers at this time. . . .” Jbid., “personal and confidential” letter 
from Lansing to Hull, Apr. 1, 1916. In later years, Hull continued to advocate inter- 
national conferences on commercial relations. N.Y. Times, Jan. 6, 1922, 2:4; National 
Archives, State Decimal File 1910-29, 550.M1/68, memorandum by Wallace McClure of 
conversation with Hull, Feb. 8, 1927; Cong. Rec., May 19, 1932, pp. 10638-39. 
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But the United States persisted in its refusal to recognize that “we 
are in a new era, which calls for new policies.” Far from assuming lead- 
ership in liberal and friendly commercial policies, we were, Hull in- 
sisted, largely responsible for the widespread growth of extreme trade 
barriers.’ To the end of his career in Congress, and after, he pleaded 
for a change in the direction of American leadership, which, “while 
disclaiming economic internationalism, would challenge economic na- 
tionalism and pursue a sane, liberal, middle course. . . .””** 


II. The Losses From Protection 


The evils and dangers of a policy of protection were described at 
considerable length by Hull, frequently in a scathing and indignant 
manner.*° 

Inequality of Tariff. He considered it perfectly self-evident that the 
protective tariff was an unwise and unfair tax. Without attempting 
rigorously to trace the income-distribution effects of the tariff, he often 
charged that the duties benefited only favored and greedy manufac- 
turers by raising prices, thus extorting from the great mass of consum- 
ers a subsidy for the wealthy few. 

. our system of high protective-tariff taxation is an outrage in its 
operation and effects. It is conceived upon the idea that the people should 
be taxed according to their needs and practically according to their 
poverty. 

A protective tariff, speaking generally, is immoral and dishonest, because 

its sole purpose is to increase prices artificially, in certain instances, 

thereby enabling one citizen to levy unjust tribute from another.** 


Inefficiency and High Costs. The basic economic purpose of interna- 
tional trade is to make possible a more efficient allocation of resources 
within the respective national units of the world economy than would 
be feasible or possible if each unit were forced to be self-sufficient. Un- 
fortunately (from the economist’s viewpoint), Hull did not pursue this 
analysis, aside from criticizing tariffs on the ground that they raised 


*™ Cong. Rec., Dec. 22, 1920, pp. 632, 633; N.Y. Times, Mar. 1, 1926, 10:1; Cong. Ree., 
Apr. 8, 1932, pp. 7746-47. 

™ Ibid., Dec. 19, 1925, p. 1182; ibid., Jan. 3, 1929, p. 1072; Department of State Files, 
550.81 Wash./48, Apr. 8, 1933. 

"He castigated the Payne-Aldrich Act of 1909 as “that abominable iniquity, that 
ghastly abortion.” Cong. Rec., Sept. 25, 1914, p. 15721. Other descriptions of the pro- 
tective system included: “the sleepless monster of protection . . . vicious class legislation” 
(ibid., June 9, 1911, p. 1812); “the personification of avarice and selfishness,” “this system 
of diabolical extortion” (ibid., Mar. 16, 1912, pp. 3498, 3501). 

* Respectively, ibid., Mar. 16, 1912, p. 3498; ibid., Feb. 26, 1923, p. 4670. See also ibid., 
Mar. 18, 1908, p. 3519; ibid., May 13, 1929, pp. 1203, 1209. 
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production costs, the major consequence of which was the handicapping 
of our efficient export trade.*’ 

He further complained that American tariffs had been framed “not 
only to protect the weakest and most inefficient industry . . . , but the 
most inefficient individual business in that industry. They are framed 
to protect overcapitalization, water capital, inefficient management, 
obsolete and antiquated machinery and plants, and also to protect 
against freight rates across our 3000-mile continent.’””** Moreover, under 
the protection of barriers which prevented “reasonable competition,” 
many manufacturers had been “lulled into inefticiency.”*’ There was 
thus a reciprocal relationship: inefficient industries obtained tariffs, and 
tariffs begat inefficiency. 

Fostering of Monopoly. In the Roosevelt-Taft “trust-busting” period, 
Hull charged that the protective tariff, a product of Republican admin- 
istrations, had been responsible for monopolies and trusts “springing 
up like mushrooms.” Favored interests were allowed “free rein to their 
unbridled appetite for gain and their wicked lust for power.” In late 
1920, he made the pertinent observation that those congressmen who 
were most insistent on relaxing governmental restrictions on business 
were the ones who also were rabidly advocating the “artificial economic 
barrier” of a protective tariff.“ For Hull, the ideal of a competitive 
economic order embraced the ideal of a “competitive” tariff. 

Labor and the Tariff. Hull effectively attacked the popular pauper- 
labor argument “that American manufacturers must have these extor- 
tionate tariffs in order to protect reasonable wage scales.’’*’ First, he 
maintained that, historically, the high postwar tariffs had not been the 
cause either of the welfare of labor specifically or of prosperity gen- 
erally. High wages, high living standards, and shorter working hours 
“had become a permanent part of our industrial system prior to the 
Fordney tariff’ of 1922—and they originally appeared in non-tariff- 
sheltered industries. The “partially satisfactory business conditions” of 
the ’twenties resulted, not from the tariff, but from our great resources, 
mass production and increased productivity, varied capital expansion, 
the credit structure, and installment sales.** 


™ See p. 103, above. 


* I[bid., May 13, 1929, p. 1205; see also ibid., Dec. 19, 1925, p. 1183; N.Y. Times, Feb. 
16, 1931, 20:1. 


* Cong. Rec., Dec. 19, 1925, p. 1183. 

" Ibid., Mar. 18, 1908, p. 3519; ibid., Mar. 29, 1909, p. 532; ibid., Aug. 13, 1912, p. 
10835. See also ibid., May 13, 1929, p. 1208. 

“ Ibid., Dec. 22, 1920, pp. 632-33. 

Tbid., Dec. 19, 1925, p. 1183. 

* Ibid., Jan. 3, 1929, p. 1072. 
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Second, only a small proportion of the wage earners “are in a posi- 
tion to receive any increased wage benefits from tariffs, even theoreti- 
cally.”** Third, for the most part, wages were lower and working condi- 
tions poorer in the highly protected industries than in the unsheltered 
segments of the economy.” Similarly, although the United States had 
enjoyed high wages under protection, many high tariff countries had 
much lower living standards than had free-trade England.** Finally, 
Hull indicated a respectable comprehension of “efficiency wages.” 


The increase of productivity, or the output per man, is the outstanding 
factor in our high wages and high living standards. . . . There is always 
a close relation between the productivity of labor and the wages paid. 
A low wage naturally goes with low industrial efficiency, and generally 
means a high labor cost.*’ 


Although he did not state with precision the relation of the limit of 
international wage-rate ratios to productivity ratios, he called attention 
to the fact, in 1920, that the United States was exporting goods and serv- 
ices valued at eight billion dollars “in utter defiance of the competition” 
of pauper labor.** 

Agriculture and the Tariff. Protectionists claimed that farmers, like 
laborers, were major beneficiaries of the tariff, while in fact, Hull in- 
sisted, the only ones who had become wealthy as a result of protection 
were a few manufacturers. Agriculture had been deluded by industry 
into supporting a high-tariff policy, and unless it soon understood that 
its best interests lay in the opposite direction, it was destined to a state 
of permanent decay.*® The agricultural depression of the twenties 
could be “immediately and effectively” relieved by reducing tariffs and 
freeing international trade.” 

American agriculture was so efficient, Hull’s analysis ran, that it not 
only produced more of many commodities than could be sold in the 
home market, but it exported a great deal—and needed to export much 
more. Where exports were a large proportion of total production, agri- 


“ Ibid., May 13, 1929, p. 1206. Hull gave several estimates of this proportion, but he 
indicated that of the 40-45 million gainfully employed in the late ’twenties, about 6 
million were in “tariff-sheltered industries.” Jbid., Apr. 14, 1926, p. 7475; ibid., May 13, 
1929, pp. 1206-07. But in 1932, he apparently thought that only 15-20 percent of the 
84 million wage earners in manufacturing could hope for tariff benefits. Jbid., Apr. 8, 
1932, p. 7746. 

* Tbid., Mar. 11, 1924, p. 3948; ibid., Feb. 15, 1927, p. 3898. 

“ Ibid., Apr. 14, 1926, p. 7475; ibid., May 13, 1929, p. 1208. 

" Tbid., May 13, 1929, pp. 1207-08; see also Apr. 8, 1932, p. 7746. 

* Ibid., Dec. 22, 1920, p. 636. 

" Ibid., Apr. 14, 1926, pp. 7472, 7478; ibid., May 10, 1926, pp. 9099-01, 9102, 9103; ibid., 
May 24, 1932, p. 10998. ; 

° N.Y. Times, Sept. 24, 1923, 4:2. 
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cultural or otherwise, the world price tended to prevail also in the do- 
mestic market. Generally, the American farmer already had the home 
market, and keeping out driblets of competitive imports could have no 
appreciable effect on either the prices or the income received by agri- 
culture. The only possible results to the farmer of a high tariff policy 
would be an artificial raising of the prices of things he bought—thus 
creating a price disparity, with the farmer selling in a “‘free’’ market 
and buying in a protected one—and a curtailment of exports generally, 
including farm products.”* 


III. The Interdependence of Imports and Exports 


Must Import to Export. While, to Hull, the chief advantage of inter- 
national trade was the disposal of surpluses, he realized generally that 
foreign sales are limited by imports of some sort. Gold flows and loans 
were factors in determining the level of balance in the international 
payments, but he appreciated the fact that one-way movements of gold 
and loans could not be expected to continue indefinitely.” Basically, 
“for every dollar of merchandise exported there must sooner or later 
be a dollar of the same imported.’’* 

United States Loaning Policy. Hull naturally felt a certain ambiva- 
lence toward the great flow of American loans abroad which continued 
throughout the ’twenties. For while the billions of dollar exchange thus 
advanced to foreigners made possible the all-important disposal of our 
surpluses, it seemed to him apparent that “merely piling new upon old 
debts” was not an acceptable foundation for a long-run commercial 
policy.** Precisely what his objections were to “excessive” foreign loans, 
he did not make clear, although his language suggested that this stimu- 
lus to export trade was “artificial,” inadequate, and unsafe. Also, “the 
more we loan the more must be paid back with interest by some 
means.””*° 

Receiving Payment of Foreign Debts. Hull ridiculed the attitude 
that the United States should both insist on foreign nations repaying 
loans and at the same time restrict imports, but he criticized those who 


Cong. Rec., Dec. 22, 1920, pp. 633, 636-37; ibid., Feb. 26, 1923, pp. 4671, 4668-70; 
ibid., May 10, 1926, pp. 9098-99, 9101, 9102-04. 

** “Save for these factors [foreign loans and receiving gold] our foreign commerce would 
present a deplorable situation today. We cannot continue indefinitely to pile up great 
menacing surpluses of idle gold, any more than we can continue to finance a large portion 
of our exports by huge foreign loans.” N.Y. Times, Nov. 18, 1925, 25:1. 

™ Cong. Rec., May 13, 1929, pp. 1208-09; see also ibid., Dec. 22, 1920, pp. 632, 634; 
Press Releases, May 6, 1933, p. 314. 

“N.Y. Times, Nov. 18, 1925, 25:1; Cong. Rec., Jan. 3, 1929, p. 1073. 

* Ibid., Apr. 14, 1926, p. 7473. 
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proposed that we cancel, in whole or in part, foreign indebtedness only 
for the purpose of obviating the necessity of increasing our imports.” 
He understood that receiving debt payments would, indeed, necessitate 
large imports (although he did not speak of an import balance), and 
that our high tariff policy had seriously hampered the repayment proc- 
ess, but the appropriate policy was to liberalize trade and accept the 
imports, not to ignore the foreign obligations.°’ Even in the midst of the 
depression, Hull held that there was no compelling reason to write off 
any of the foreign debts, although leniency should be shown to the 
debtors. “Of what avail would it be to sidetrack the war debts upon 
the theory of increasing international trade, while leaving intact the 
insurmountable tariff and other trade and finance obstructions that 
bristle on every national frontier and render trade virtually as impos- 
sible without war debts as with them?”’* 


IV. Tariff Criteria and Purposes 


Equalization of Production Costs, Hull recalled that in earlier years, 
particularly until the middle of the nineteenth century, advocates of 
high tariffs had based their argument largely on the protection of infant 
industries.°’ He considered the core of the protectionist theory from 
then until after 1900 to be safeguarding American labor from cheap 


foreign competition. But the theory was modified again, with the sup- 
posedly ideal tariff now to equalize foreign and domestic costs of pro- 
duction—‘“plus a reasonable profit for the domestic producer.” The 
cost criterion was scarcely as acceptable as the others. It was an “ex- 
ploded and repudiated economic fallacy,” it was “discredited by the 
best economic thought,” and it was too “vague” to serve as a formula."* 


 Ibid., Dec. 22, 1920, pp. 631, 634; ibid., Dec. 19, 1925, p. 1183. 

“ Cong. Rec., Dec. 22, 1920, pp. 631, 634, 635; N.Y. Times, May 7, 1922, VII, 3:1; Cong. 
Rec., Feb. 15, 1927, p. 3 

™ Cong. Rec., Dec. 6, 1932, p. 65; see also Press Releases, May 6, 1933, p. 312. 

” Around the turn of the century, when Hull first entered Congress, the two major 
arguments of protectionists were the pauper labor argument and the infant industry 
argument. The former remained popular all through—and beyond—the period of Hull’s 
congressional career. But, except for some discussion in the 1921-22 debates concerning 
the “war babies,’ the infant industry argument was of very little significance in the 
postwar debates. 


” Cong. Rec., Dec. 22, 1920, p. 635. The cost-equalization criterion was mentioned in 
congressional tariff debates of the 1890's; it was first presented in a party platform by the 
Republicans in 1904; it first played an important role in a tariff debate in 1908-09; and 
it was embodied in the tariff acts of 1922 and 1930. Although not until 1928 did the 
Democrats espouse the criterion—‘the extreme measure of every tariff rate’—in a plat- 
form, in fact some supported it as early as 1909. In 1928, the Repubiicans, keeping one 
step ahead of their opponents, conceived the “true” principle of protection to be the 
equalization of “competitive conditions.” 


" Ibid., Aug. 13, 1912, p. 10835; ibid., May 13, 1929, p. 1212. 
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However, virtually the only concrete objections Hull raised to the prin- 
ciple were administrative, not economic: it was impracticable to ascer- 
tain the pertinent costs. ‘ 

The Competitive Tariff. Over the years, the respective stands of the 
two major political parties on the tariff gradually changed, with both 
tending to support higher and higher rates, and with the distinction 
between the party platforms becoming blurred. However, Hull persisted 
in trying to make clear “a vast, irreconcilable and well-defined dif- 
ference in attitude” between the parties on this issue.** The Republicans, 
he said, nominally supporting the cost-equalization formula, were fol- 
lowing a policy of extreme nationalism, consisting of a virtual embargo 
on all imports conceivably competitive.** 

The Democratic position, as defined by Hull, did not embrace imme- 
diate free trade. His complaint against the Republicans was that they 
advocated, “not moderate protection, not reasonable protection, or 
sensible or practical protection, but embargo protection.’”** Although he 
criticized the vagueness of the Republican tariff criterion, he offered 
no precise formula for the Democrats.*° Nevertheless, he frequently 
contended that his party favored a “moderate or competitive tariff for 
revenue.” 

The theory of the competitive tariff was not comprehensively elabo- 


rated in any single address, but it seemed to include the following ele- 
ments: the fundamental justification for the tax was to provide govern- 
ment revenue,” with little or no regard for protection of domestic in- 
dustry; while American producers should be able to expect a reasonable 


In 1931, a New York Times editorial remarked that Hull “is the last survivor of a 
great party tradition. .. . The party tradition before which he burns the lone lamp of 
worship is that Democrats have a clearly marked position on the tariff as contrasted with 
the Republicans.” May 17, 1931, III, 1:2. 

* Cong. Rec., June 9, 1911, p. 1811; ibid., Mar. 2, 1929, p. 5163. 

“ Ibid., May 13, 1929, p. 1204. Even under a tariff bill which he could support, “drastic 
or abnormal imports against an efficient industry . . . would be safeguarded against” 
(p. 1208)—which raises the unanswered question of what Hull considered to be an 
“efficient” industry. See Press Releases, May 6, 1933, p. 314: Hull’s policy “does not 
contemplate no tariffs, nor even low tariffs, but a reasonable, moderate, decent level of 
tariffs, in lieu of existing rank and wild excesses and discriminations.” 


® Indeed, he stated that until “the first long step” had been taken toward a liberalization 
of commercial policy, the problem of deciding on exact rate formulas was not pressing. 
Once production costs were lowered and foreign markets enlarged, “tariff demands will 
be modified, the rate basis will be different and easier of determination.” Cong. Rec., 
Jan. 3, 1929, p. 1073. Later, he added: “Naturally, as domestic industries become self- 
sustaining, tariffs should be correspondingly reduced, with the view to their ultimate 
removal, especially when there arises substantial exports and no material competitive 
imports.” Jbid., Mar. 2, 1929, p. 5163. 

“It was not Hull’s desire to put great reliance upon customs receipts to meet the govern- 


ment’s needs; he preferred an income tax. Hull was the main architect of the income tax 
act adopted during the first World War. 
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profit, they were not warranted in complaining about fair competition; 
there would be no tariff shelter for monopolies and extortionate price 
policies; however, no efficient or economically justifiable industry 
should be endangered by abnormal imports; the free list generally 
should include essential imports, commodities not produced here, and 
things which this country mainly exports; maximum rates should be 
placed on luxuries.** 

Most-Favored-Nation Principle. After tariff rates were determined, 
on whatever basis, it was Hull’s belief—although not often stated— 
that they should be generalized under the unconditional most-favored- 
nation clause. He was unsure of his understanding of the principle in 
1919, but thought that it was “generally agreed” that adoption of the 
clause by all commercial nations “would remove virtually all kinds of 
discrimination in international trade.’ 

During the early part of his tenure as Secretary of State, Hull re- 
affirmed his support of the unconditional form of the clause and ex- 
pressed hope that the United States policy of nondiscrimination and 
lowered trade barriers would induce other nations to follow a like 
course. He added that the chaotic economic situation might make neces- 
sary qualifications or exceptions to the favored-nation policy, mention- 
ing specifically possible multilateral treaties the benefits of which would 


not be automatically generalized to nonsignatories who did not sub- 
scribe to the policy of the agreement.”® 


* “Competitive tariff rates do not contemplate destructive rates where existence of a 
business is justified economically, but rates competitive and designed to prevent monopoly 
and to assure reasonable competition in the domestic markets.” Cong. Rec. Dec. 22, 1920, 
p. 635. He thought that allowing competitive imports to the extent of five to ten per cent 
of domestic production would prevent monopoly. Ibid., Apr. 14, 1926, p. 7474. 

* Ibid., June 9, 1911, pp. 1811, 1812, 1815; ibid., Mar. 11, 1924, p. 3947; ibid., May 
13, 1929, pp. 1202, 1208. 

® Ibid., Feb, 21, 1919, p. 3957. While colonial preferential arrangements were in viola- 
tion of the most-favored-nation principle, he was reluctant to make a blanket condemna- 
tion of them. Nevertheless, in the interests both of commercial nations generally and of 
the colonies involved, the principle should apply to the fullest extent possible. Jbid., Feb. 
21, 1919, p. 3958. In 1916, two subjects he thought should be considered by an inter- 
national trade conference (see above p. 107 and note 32) were “the permanent preserva- 
tion of the principle of unconditional most-favored-nation treatment” and “as to colonies 
and a mother country, to either discontinue, or to adopt a broader and more liberal, 
operation of preferential tariffs and other kinds of preferential treatment.” National 
Archives, State Decimal File 1910-29, 600.0031/2, letter from Hull to Secretary of State 
Lansing, Feb. 16, 1916. 


* Department of State Files, A/LS 611.0031/561, memorandum by Hull of conversation 
with Minister of the Irish Free State, Sept. 21, 1933; ibid., 611.003/2980, memorandum by 
Hull of conversation with Minister of Czechoslovakia, Mar. 1, 1934. Such a restricted 
interpretation of the rule of equality was included in the proposal Hull submitted at the 
close of the London Economic Conference and also in his resolution adopted by the 
Montevideo Conference in 1933. 
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At least as early as January 1929, Hull said that the United States 
could have utilized, as it could yet, the tariff bargaining method, based 
on the unconditional most-favored-nation clause, to supplement unilat- 
eral action to lower excessive tariffs.’* And in late 1931, he discussed 
with the State Department the desirability of legislation authorizing 
executive reciprocal trade agreements, to be binding unless vetoed by 
Congress within six months.” 


V. Tariff-Making Procedures 


Republicans and the Tariff Interests. Hull astutely pointed out that 
high-tariff beneficiaries encouraged others also to strive for protection, 
for while tariffs raised living and production costs for everyone, com- 
mon strategy “insures wider support for the general scheme.”** But the 
protective system could be expanded and perpetuated only through 
political power, and it was the Republican Party which did the bidding 
of the tariff interests. Hull bitterly accused Republicans of exchanging 
tariff benefits for campaign contributions; indeed, this unholy alliance 
had gone so far that these special groups had become the dominant ele- 
ment of the party.** The mechanism by which the tariff beneficiaries 
virtually wrote their own rates included the lobbying system, which 
“presents a continuous round of political and legislative debauches 
with graft aforethought.”” 

Tariff Boards and Commissions. From the foregoing, it might be sup- 
posed that Hull would have supported from the beginning the estab- 
lishment of some kind of tariff commission to make studies of, and 
formulate recommendations on, commercial policy. However, he 
strongly opposed the Taft Tariff Board (1909-12). He claimed that the 
Republicans gave nominal support to the idea of the Board (as to the 
Tariff Commission of 1882) only for ulterior reasons of political ex- 
pediency, to avoid immediate lowering of the tariff. An impartial board 
would recommend tariff reductions, but it was ridiculous to imply that 


™ Cong. Rec., Jan. 3, 1929, p. 1073; see also N.Y. Times, May 30, 1931, 1:8. 

™ Department of State Files, A/FU 611.0031/375, communication from Wallace McClure 
to C. M. Barnes, both of the Treaty Division, concerning a conversation of the former 
with Hull, Oct. 31, 1931: “He [Hull] seemed to feel strongly that only by executive action 
without confirmation by Congress could the reduction of the American tariff, which he 
urgently advocates, be made the instrument of reducing at the same time the tariff of other 
countries which impede the exportation of American goods.” 

™ Cong. Rec., Apr. 14, 1926, p. 7472. 

“The Republican party was “the pliant tool, the shield bearer, the toady, the lackey, 
the flunky of protection and the trusts” in “the most corrupt partnership between politics 
and vested interests in American history.” Jbid., June 9, 1911, p. 1812; ibid., Apr. 16, 
1929, p. 52. 

* Ibid., Apr. 14, 1926, p. 7472; see also ibid., May 13, 1929, pp. 1202, 1205. 
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“only a Tariff Board knows how to subtract.” Although Congress could 
profitably utilize expert assistance, it was more capable than a board to 
deal with the tariff. Board investigations were too slow, and both politi- 
cal parties were likely to ignore their findings, in any case.”® 

He was more favorably disposed toward the Tariff Commission es- 
tablished in 1916, and in 1920 appealed to the House not to attempt a 
general tariff revision before the Commission completed a “full investi- 
gation of all the essential facts.”** While he continued to support the 
idea of an unbiased commission, he deplored the alleged factionalism, 
partisanship, and subservience to executive pressure of the body under 
Republican administration.” 


Conclusion 


It would be unfair to make the general condemnation that Hull’s 
conclusions were usually correct—but for the wrong reasons. Neverthe- 
less, deficiencies in his analysis have been apparent. Some matters basic 
to the theory of international trade were not expounded, and topics 
included in his discussion usually were incompletely examined. Intuitive 
conviction and frequent, enthusiastic reiteration generally did duty for 
rigorous analysis. It is fortunate that his intuition typically was so 

Hull remained consistent and steadfast not only in Congress, but 
during his tenure as Secretary of State—and such consistency required 
no little political courage and moral conviction. Moreover, in their pro- 
lific defense of the Trade Agreements Program prior to the second 
World War, representatives of the State Department followed very 
closely the views of the Secretary. And in their main outlines, Hull’s 
tariff views when in the cabinet were essentially the same as those he 
had expounded from the time he entered Congress in 1907. Thus, the 
ideas on trade and international relations generally which we have 
reviewed furnished the philosophy of much of America’s foreign policy 
during the New Deal period. 


* Tbid., July 29, 1911, pp. 3334, 3336-38; ibid., Feb. 26, 1915, p. 4770. 
™ Ibid., Dec. 22, 1920, p. 635. 
™ Ibid., Mar 2, 1926, pp. 4857-58, 4862; N.Y. Times, June 2, 1931, 27:1. Also Hull 
rejected the “flexible” tariff provision under which the President and the Tariff Commis- 
sion were given legitimate functions of Congress. Cong. Rec., Mar. 2, 1929, p. 5164; ibid., 
May 19, 1932, pp. 10637-38. 


NATIONAL INCOME AND PRODUCT OF THE 
UNITED STATES, 1929-1950 


By L. R. Kiern* 


The National Bureau of Economic Research in one of its most suc- 
cessful projects gave the United States a national income. The National 
Bureau’s contribution was truly developed and fashioned into a highly 
refined product by Simon Kuznets. It has been a healthy development 
to follow up the initial research by transferring the main part of 
national income measurement from a relatively small, independent 
organization with limited resources to a government bureau whose com- 
paratively tremendous resources can be mobilized to the continuation 
of periodic estimates of national income and to the improved precision 
of the resulting statistical series. 

The National Income Division of the Department of Commerce has 
actually done more than remain as the custodian of our national in- 
come. They have introduced numerous modifications and refinements of 
concepts and techniques. For the first time since Kuznets presented us 
with the underlying details in his great 2-volume work, National Income 
and Its Composition, 1919-1938,’ we now have the relevant facts con- 
cerning the preparation of current national income data. The statistical 
series of the National Income Division are now regarded as “official” 
data and are the most widely used for the period since 1929. For many 
years, we have been using these data without knowing much about them 
other than the circulating rumor that they are quite precise. It is our 
good fortune to have the lucid and frank presentation contained in the 
volume under review in order that we may all judge this important fund 
of information with the greatest of care. 

The Commerce Department’s document presents a review in statisti- 
cal terms of the growth and fluctuations of the U. S. economy since 
1929, the conceptual framework of national income statistics, the 
sources and methods of estimation, constant dollar estimates of na- 
tional product, and numerous statistical tables bearing the fruits of the 


* The author is research associate of the Survey Research Center and lecturer in eco- 
nomics, University of Michigan. 

* National Income and Product of the United States, 1929-1950, prepared by the National 
Income Division, U. S. Department of Commerce, Washington, 1951. Supplement to 
Survey of Current Business. Helpful criticism of this review has been received from S. A. 
Goldberg, G. Katona, J. N. Morgan and R. A. Musgrave. 

? Simon Kuznets, National Income and Its Composition, 1919-1938 (New York, National 
Bureau of Economic Research, 1941). 
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labors. The major contributions are the previously mentioned frank 
statements about the procedures involved and the addition of several 
new features such as imputed rent, imputed interest, the treatment of 
government interest as a transfer, the use of retail sales statistics and 
other data for improved estimates of consumer expenditures, the re- 
valuation of inventories by type of accounting systems used, and the 
constant dollar estimates of national product. Some of these features 
were already incorporated in the 1947 revision of the national income 
data. In addition, the authors provide well-reasoned judgments on the 
comparative reliability of their various series. They are able to recog- 
nize limitations of their results as well as innumerable virtues. 

The statistical review of economic developments since 1929 is ably 
done within the confines of the data contained in the volume at hand. 
The presentation is weak, however, in failing to take account of the 
role of exports, under the European Recovery Program and also 
through more traditional channels, in sustaining economic activity in 
this country since 1948. In restricting themselves to the use of their 
materials alone, the authors are not able to draw on the existing body 
of financial, price, wage and other statistics that would enable them to 
give a more rounded view of the total economy. This part of the volume 
shows clearly the narrow scope of the aggregative national income sta- 
tistics.* 

The most important parts of the volume are, however, those having 
to do with the conceptual framework, the sources, and the methods of 
estimation. The conceptual framework conditions the orientation of the 
program of the National Income Division and consequently has a great 
bearing on the final results. The concepts are stated clearly and 
unambiguously. On this account there can be no criticism, but the ar- 
bitrary nature of the decisions that have been made becomes obvious. 
Moreover, the rationalization of several of these decisions is painful to 
the reader.* Many of the rationalizations could have been left unsaid. 
The important thing is that we be provided with a clear statement of 
the calculations made. In some cases decisions are admittedly based on 
long-standing traditions in the field of national income measurement. 
With these there should be no quarrel as long as the position is openly 
stated. 


*In contrast, the diagnosis of economic activity given in the periodic reports of the 
Council of Economic Advisers is much more comprehensive and points up the need for 
drawing on numerous statistical sources outside the materials of the National Income 
Division in order to present an adequate picture of the situation. 

*In discussing imputed income, the authors say that lodging furnished domestic servants 
is not imputed because “it is felt that as a general proposition, they do not regard the 
lodging furnished them as an addition to income.” Perhaps repetition of the quoted phrase 
makes the authors feel better about their decision on imputations. It gives me no comfort. 


KLEIN: NATIONAL INCOME AND PRODUCT, 1929-1950 119 


The premise from which the authors commence their analysis is that 
the central objective is to measure total output. In making a plea on 
behalf of many professional economists and statisticians who rely heav- 
ily on the data produced by the National Income Division, I would 
argue that this is not a satisfactory central objective. I would put forth 
the alternative conceptual framework that the central objective should 
be to develop a comprehensive and detailed system of social accounts. 
The comprehensiveness and detail should be as great as quality stand- 
ards and resources permit. Historically, modern developments have 
been concerned with the estimation of various aggregates all subsumed 
under the generic term, national income, but in view of present knowl- 
edge do we still want to set out from-this starting point? It seems that 
the requirements of the present are for a set of social accounts from 
which a variety of problems can be studied, including those for which 
measures of national income are specifically designed. 

There is not, of necessity, a conflict between the construction of par- 
ticular measures of aggregate output and the broader concept of social 
accounting. The complaint registered in these pages is simply the im- 
pression that aspects of social accounting may have been retarded in 
development and that the presentation of arguments in National In- 
come has been strained by the excessive attention paid to national in- 
come totals. 

Let us consider, as an example, the treatment of corporate profits in 
the national income estimates of the present volume. The authors argue 
that corporate profits, as a component of national income, should be 
reported before rather than after taxes; hence their national income 
estimates include corporate profits taxes as a positive component. In 
order to justify the inclusion they argue that national income should 
remain invariant under changes in tax structure alone (e.g., a shift 
from excise to corporate income taxes of equivalent yield), and if cor- 
porate profits taxes are not shifted forward, they will obtain the desired 
invariance by their treatment. By the same line of argument, they 
point out that indirect business taxes should be excluded from national 
income if they are wholly shifted forward. 

Parenthetically we mention that if the invariance argument is taken 
to its logical conclusion, a number of new problems are raised in na- 
tional income estimation. Should the value of national income vary 
simply because a woman shifts from doing her own housework to doing 
housework for someone else?* Should construction expenditures (not 
aggregate output) be different if a person makes an addition to his 
home without a permit instead of with a permit? 


* Norwegian estimates of national income have been forward-looking in that they have 
included the value of housewives’ services. 
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The specific treatment of corporate income and indirect business 
taxes is not necessarily subject to extreme criticism; perhaps the aggre- 
gates so defined serve many useful purposes. It is the peculiar rational- 
ization given in the Commerce Department’s document that is so an- 
noying. In practical applications there are some situations in which 
statistics of profits after taxes are urgently needed while other situa- 
tions call for statistics of profits before taxes. In studying capital for- 
mation in the trade cycle we often want to use the former concept, and 
in studying the ability of corporations to increase wages we often want 
to use the latter concept. Statistical data are presented in the national 
accounts of the Department of Commerce in such form that analysts 
can easily shift from one profit variable to the other; for this reason 
their present practices unadorned by rationalizations would be accept- 
able. In the treatment of other items the situation is not as favorable 
since data are not easily accessible for altering the published concepts. 
Property taxes on owner-occupied residences cannot, without additional 
tabulations, be shifted to personal from business taxes. It is not alto- 
gether clear that the decision of the National Income Division to regard 
ownership of residential housing as a business in which one sells services 
to oneself is useful in business cycle analysis nor should expenditures on 
new residential construction by owner-occupiers necessarily be regarded 
as capital formation rather than consumer expenditures. Many students 
of business cycles have argued that new light may be shed on behavior 
patterns if statistics on owner-occupied residential housing are grouped 
with consuming rather than investing or business activities. A flexible 
system of social accounts with adequate detail permitting users of the 
data to group figures into a variety of aggregates to suit purposes as 
they arise would be much more useful than the present body of statis- 
tics which are rigidly aimed at construction of a few arbitrary aggre- 
gates. 

In my own econometric studies, I have never found it possible to 
accept data in the form published by the Department of Commerce. 
There has always been a necessity to adjust and recombine materials 
by drawing on unpublished records. The same is true of numerous 
other research workers using different techniques. A reorientation of 
the programs of basic data gathering organizations to meet the needs 
of research is required, and the National Income Division of the De- 
partment of Commerce, so closely wedded to the time-honored objective 
of measuring total output, is one of the most important places in which 
a changed outlook would be rewarding. 

Specific concepts, in addition to the example of corporate profits and 
residential housing used above, raise problems of disagreement. The 
more significant of these shall be taken up in turn: 
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Depreciation. The practice of the National Income Division is to 
value depreciation estimates in accounting prices (book values essen- 
tially) in all sectors except agriculture, where they use the replace- 
ment cost estimates of the Department of Agriculture. This gives a 
curious mixture of prices, one that is most unsatisfactory for using data 
from the social accounts to study capital growth. If social accounts are 
to assist us in measuring welfare, in some sense, they must surely pro- 
vide us with material for estimating net investment, the change in the 
stock of productive capital. Numerous other uses of net investment and 
depreciation statistics also arise. Pessimistic statements are made by the 
authors about the possibility of revaluing depreciation, especially 
with limited resources, but this is such an important item that other 
things should be sacrificed in order to devote more efforts in this area. 
The works of Fabricant® and Goldsmith’ have broken the ground for 
the Department of Commerce. I would venture the personal opinion 
that revaluation of the present estimates from materials now available 
without any substantial refinement is to be preferred to the procedure 
now used in the social accounts. This opinion is offered after having 
considered the comparative accuracy of other items, say professional 
income, which are considered reliable enough for inclusion in the ac- 
counts. Moreover, some components of depreciation are not available 
from accounting records (residential real estate is a major example), 
and the Department of Commerce must prepare their own estimates. 
They could equally well prepare these in terms of replacement instead 
of original costs, and have another large component in the same price 
system as agricultural depreciation. 

It is even worth arguing that book values should be entirely dis- 
carded. Statistics of wealth, annual gross purchases, prices, and esti- 
mated useful life could be combined to give an entirely independent set 
of estimates for those components now based on accounting records. In 
many respects, these estimates would be superior to those contained in 
accounting records. Aside from the price level problem, there is sub- 
stantial suspicion that business accounting reports are geared to other 
objectives than measuring capital consumption in their depreciation 
practices. The National Income Division can argue that estimates of 
gross national product are unaffected by the valuation system for de- 
preciation, but this argument carries little weight since so many other 
important items are directly affected. 

If depreciation is revalued, profits must be changed in a compensa- 


°S. Fabricant, Capital Consumption and Adjustment (New York, National Bureau of 
Economic Research, 1938). 

*R. W. Goldsmith, “A Perpetual Inventory of National Wealth,” Studies in Income 
and Wealth, Vol. 14 (New York, National Bureau of Economic Research, 1951). 
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tory fashion; hence book profits would no longer be the aout figure in 
the national accounts. 

Government interest. Formerly, government interest ew like 
other interest payments were regarded as factor shares and included as 
part of national income. With the growth of interest payments on an 
enormous war debt, the National Income Division correctly recognized 
a distortion in national income statistics. Their reaction has been to 
exclude all government interest payments from national income and to 
regard the government’s contribution to production to be measured only 
by wage and salary payments. Fortunately the published accounts list 
government interest payments separately so that analysts can easily 
revise the figures to include government interest payments if they so 
desire. However, we might ask more of our social accounts. In particu- 
lar, a more careful accounting should be given of the entire government 
sector. As Colm and Kuznets have pointed out, some government serv- 
ices are intermediate products, while others are final.* According to their 
position, the production of all government services (or goods) would 
have to be classified as intermediate or final with the former excluded 
from national income and the latter included. Some wage payments 
would fall in one category and some in another. We may forget about 
government interest payments as a component of income and focus 
attention on the services yielded by government capital. Unlike private 
bonds, government securities are not issued on a self-liquidating basis; 
therefore government interest payments should be treated exclusively 
as a transfer in this more detailed accounting scheme. The services of 
government capital must, like wage payments, be classified as interme- 
diate or final, with only the latter included in national income. 

The valuation problems for such treatment of government accounts 
are overwhelming; therefore a pragmatic scheme like that adopted in 
the Canadian national accounts may be suggested as a more desirable 
alternative than the approach used now by the Department of Com- 
merce. The Canadians attempt to distinguish between productive and 
unproductive government interest payments. In this country state and 
local debt has not been directly used for war finance and should be 
included in national income. Federal government interest payments on 
nonwar debt could also serve as a rough indicator of services yielded 
by government capital. In spite of the estimation problems involved, 
attempts to obtain more meaningful figures would be superior to the 


*G. Colm, “Public Revenue and Public Expenditure in National Income,” Studies in 
Income and Wealth, Vol. I (New York, National Bureau of Economic Research, 1937). 
S. Kuznets “Government Product and National Income,” Income and Wealth, Series I, ed. 
by E. Lundberg (Cambridge, Bowes and Bowes, 1951). Colm cites A. C. Pigou. A Study 
in Public Finance (London, Macmillan, 1928), for an earlier expression of this idea. 
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present biases. These remarks on government interest payments are 
mainly concerned with the use of national income statistics for the 
measurement of welfare, and while we pursue this aim, we must not 
lose sight of the multipurpose aspects of social accounting. 

Disposable income. The usefulness of this concept is largely related 
to estimating economic behavior, particularly spending and saving be- 
havior. It is more true in this case than in others that a variety of 
concepts are needed to deal with problems as they arise. Even for the 
familiar and popular problem of studying patterns of consumer expen- 
ditures it is not clear how we should define disposable income. The De- 
partment of Commerce would do well to provide us with material for 
estimating several concepts and should attach no intrinsic significance 
to its own definition.° 

Licenses and fees paid to governments are deducted, like personal 
taxes, from income payments in calculating disposable income. On the 
other hand, bridge and road tolls, which are like many licenses and fees 
in that they are discretionary personal outlays, are treated as con- 
sumer expenditures. In general, we might argue that some deductions 
now made from personal income to get disposable income should be 
transferred to consumer expenditure. Other items which should experi- 
mentally be left in or out of disposable income are contractual obliga- 
tions, capital gains, and corporate saving. The last mentioned item is, 
of course, easily available in the present arrangement of accounts, but 
the other two are not. Capital gains are religiously excluded from na- 
tional income statistics, but this practice is hardly acceptable if em- 
phasis is shifted from the objective of estimating aggregate output to 
the preparation of useful social accounts. The authors are by no means 
unaware of these problems but they make little contribution toward 
their solution. 

Unilateral transfers abroad. In the postwar period, the United States 
government has made large cash grants to foreign countries for pur- 
chases of its domestic goods and services. The method of entering these 
transactions in the national accounts is, by the authors’ own admission, 
not very satisfactory. In addition, the description of their procedures is 
not sufficiently elucidating to enable analysts using data in the accounts 
to avoid pitfalls. It is almost necessary to supplement the present docu- 
ment with a clarifying article by W. Salant’ in order to be certain of the 
interpretation of published data. 


* The discussion between C. L. Barber and S. A. Goldberg is instructive in this respect. 
C. L. Barber, “The Concept of Disposable Income”; S. A. Goldberg, “The Concept of 
Disposable Income: A Reply,” Canadian Jour. Econ. Pol. Sci., 1949, XV, 227-29 and 
539-42. 

*W. Salant, “International Transactions in National Income Accounts,” Rev. Econ. 
Stat., 1951, 33, 304-15. 
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In effect, unilateral transfers are recorded in three places of the 
accounts. In the first instance, when the cash credit is made available 
to foreign countries, government expenditures are increased by the 
amount of the transfer. Simultaneously imports, a negative component 
of national product, are increased by the same amount. On balance, the 
transaction has no effect on aggregate output, but it does swell the sta- 
tistics of government expenditures and imports for anyone who wants 
to use these data in separate analytical studies. In the second instance, 
when goods and services are purchased with these funds by foreigners, 
exports are increased. This transaction may not occur in the same 
accounting period as the initial cash transfer. For many purposes, this 
- entire transaction is a government expenditure, pure and simple, in 
which goods and services are given to foreign countries. They should be 
entered in government purchases of goods and services and not in 
other accounts. However, a separate account with transfer items, sug- 
gested by the authors, would be useful. 

In suggesting that various controversial or debatable items whose 
conceptual basis is not clear to all theoreticians be given alternative 
treatment by the National Income Division, we do not lose sight of the 
fact that they are a responsible government agency and are prevented 
from engaging in certain more speculative types of research. Yet more 
satisfactory treatment of key items such as depreciation, government 
interest, and disposable income is an urgent minimum task and, as 
argued above, not subject to larger margins of error than will be found 
in other items which are voluntarily published. A lowering of quality 
standards would not be entailed in revising the estimates of the items 
discussed here. 

We have come to look upon the statistics of national income in the 
United States as the most reliable in the world, in fact nearly as the ab- 
solute truth. Reports are periodically released in the popular press 
about movements in national income as though the data contained in 
them were facts. The true character of these data as estimates is 
brought out in Part III of the volume. My impression, from reading 
this section of the report, is that I had previously overrated the accu- 
racy of the data. My faith is now shaken and I am able to take a more 
realistic view, surely that of the authors. The comprehensiveness and 
detail of the tasks involved in the intricate estimates are overwhelm- 
ing; diverse sources are combined for proxies, benchmarks, extrapola-. 
tions, interpolations, and other indirect devices. We can only con- 
gratulate the National Income Division on performing their estimating 
tasks as well as the available data permit and on explaining this com- 
plex operation to users of their material. 

A brief summary reviewing the main techniques used for each major 
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component of income and expenditure may be helpful in forming an 
impression about the methods and their reliability. 

Wages, salaries and supplements. This series is primarily based on 
payroll statistics. Sample surveys are used for farm labor and a rough 
estimate from wage and employment data is used for domestic servants. 
On the whole wages, salaries, and supplements are reliably estimated. 
They are probably the most accurate of all major income components 
and account for a large share of total factor payments. 

Unincorporated and professional enterprise. Personal income tax re- 
turns contain some accounting data for unincorporated business, and 
serve as the main source. Much more detail is needed than can be 
gleaned from the statements that are filed on the returns. The methods 
of adjusting for persons not filing returns are inadequate, especially in 
depression years, when there are likely to be a number of businessmen 
receiving low or negative income. Farm income is estimated by the 
Department of Agriculture on the basis of mail questionnaire surveys, 
censuses of agriculture and crop reporting schemes. Professional in- 
come is also determined from mail surveys, but the indicated response 
rates are extremely low, 15 per cent of the mailing on the average. In 
addition, there is serious doubt whether professionals are willing to 
report the full amount of their income to any government agency. 
There are strong reasons to question the accuracy of income data in the 
entire sector of unincorporated enterprise. 

Rental income of persons. Rental income of business is included un- 
der income of unincorporated or incorporated enterprise. Individual 
income tax returns are used to establish benchmark estimates for net 
rent receipts. Census statistics, samples, and the rent index are used for 
interpolation or extrapolation. The estimation of imputed rent on 
owner-occupied homes is based on essentially the same sources. Rental 
income from farm property is separately estimated by the Department 
of Agriculture. The rent series, like the series on income from unincor- 
porated business, is lacking in reliability. 

Corporate income. Corporation income tax returns supply the basic 
data for estimating corporate income, the sum of dividends and retained 
earnings. Seemingly this series is accurate, but the accuracy applies only 
to book values. There are many reasons to believe that reported earn- 
ings are not the true earnings figure we want for many applications of 
social accounting data. In so far as the deviation of earnings figures 
from economists’ norms are balanced by deviations in the opposite 
direction among other components of national income, the measure of 
aggregate output will be unaffected. Even book-value figures, however, 
present difficulties for the National Income Division. They must make 
adjustments for audit, capital gains, foreign dividends, mutual cancel- 
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lation of domestic dividends, and other items. In general book-value 
profits rank high in reliability among income components. 

Interest. Corporate and government interest are well covered, the 
former in corporate income tax returns and the latter in government 
financial reports. Income tax data, consumer credit statistics, and mis- 
cellaneous sources are drawn upon for the estimate of the remainder, a 
major component of which is imputed interest rendered by financial 
intermediaries. The curious practice is followed of not including interest 
on charge accounts or installment debt other than that on automobiles. 
Except for corporate and government interest, this factor share is 
probably not reliable. 

Personal consumer expenditures. Expenditures on commodities are 
estimated mainly by Kuznets’ commodity flow method until 1939 and 
extrapolated from that point by indexes of retail sales. The commodity 
flow method starts from the value of production, allocates output among 
finished and unfinished producer or consumer categories, and corrects 
for inventories, distribution charges, and retailers’ markups. This pro- 
cedure involves a complex series of steps, each of which requires judg- 
ment and is a potential source of error. Errors in allocation of output 
between consumer and producer goods are not always offsetting in the 
estimation of total output. Automobile purchases and some other items 
are estimated by the retail valuation method (multiplication of price 
indexes and quantity data). The data on used cars are rough, while 
the data on new cars contain an arbitrary separation between producer 
and consumer goods. 

Expenditures on services are estimated from annual reports of rail- 
roads and utilities; censuses of housing, business, and agriculture; 
sample surveys on professional incomes; and other sources. Some of 
these sources provide scanty information, but even in the case of sup- 
posedly accurate statistics like those of rail passenger travel, a separa- 
tion must be made between personal and business expenditures. Errors 
in making this separation are not offsetting for the measurement of ag- 
gregate output. 

There are undoubtedly errors in the consumption component of na- 
tional expenditures, but the National Income Division must be praised 
for the elaborate detail they have presented on types of expenditures 
and the complete reliance on direct information for this strategic mag- 
nitude. 

Construction. Public reports, building contracts let, and building 
permit records are the main sources for estimating construction. Data 
from the F. W. Dodge Corporation cover only states east of the Rocky 
Mountains and must be extended to the entire country. Permit data 
traditionally understate the value of construction and must be revised 
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upwards. In addition there are problems in estimating construction in 
nonpermit and farm areas. Expenditures on additions and alterations 
are significant in total construction outlays and are based on permit 
statistics, yet permits are not issued for many such expenditures. On 
the whole, construction expenditures rest on reliable bases, but they 
leave room for definite improvement. 

Producers’ durable equipment. The commodity flow method is used 
for this item in a similar fashion to its use in estimating consumption, 
with many of the same possibilities of error. Motor vehicle data are 
valued directly from price and quantity series, while other types of 
equipment, such as rail equipment, are estimated directly from industry 
sources. A decent level of accuracy is probably achieved. 

Inventory change. Inventory data are notorious for providing pitfalls 
for national income statisticians. The basic problem is to revalue the 
change in book value data in order to measure the value of the change 
instead of the change in value. The National Income Division has de- 
voted careful effort to this task. They have tried to classify book data 
by Lifo or Fifo valuations and used adjustment techniques appropriate 
to each valuation. The data on corporate inventories come from cor- 
porate income tax returns, but the data on other inventories come from 
censuses and inadequate individual tax returns. The job is undoubtedly 
done with the utmost care, but the result cannot be marked with a very 
high degree of reliability simply because of the lack of necessary basic 
data. 

Net foreign investment. Foreign commerce statistics on goods and 
some factor payments are undoubtedly quite satisfactory. These make 
for accuracy in the estimation of the foreign balance. Remittances, 
travel, and tourist expenditures seem weak, however. Data on remit- 
tances cover only a limited number of financial instruments. The sam- 
ples of passengers described to determine consumer expenditures on 
transportation and tourism cannot be said to inspire confidence. 

Government expenditures. The receipts and expenditures of the fed- 
eral government are soundly reported in budgets. A series of adjust- 
ments must be made to eliminate transfers, subsidies, and other items. 
Expenditures on goods and services are finally estimated as a residual. 
Some components of goods and services are, however, directly estimated. 
State and local data are less satisfactory and pose some problems in 
the conversion from fiscal to calendar year accounting. Notwithstand- 
ing these adjustments, the series on government expenditures is highly 
reliable. 

Personal savings. The subtraction of consumer expenditures from 
disposable income yields a residual estimate of savings. Like all resid- 
ual estimates, the savings data permit diverse errors to enter, and the 
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resulting reliability is low. We do, however, obtain direct estimates of 
savings from data published by the Securities and Exchange Commis- 
sion, and these could possibly be used for many purposes in lieu of the 
estimate of the National Income Division. A useful table (6) included 
in the document under review reconciles the liquid savings estimates of 
the S. E. C. with the residual estimates contained in the national income 
accounts. In this reconciliation, data on many specific items useful in 
deriving alternative aggregative concepts are, incidentally, made avail- 
able. 

The appraisal in this review of components of income and outlay by 
relative degrees of accuracy largely follows the listing given in National 
Income. This type of analysis is useful for several applications, and the 
technicians who compile the material are certainly in the best position 
to furnish a listing in the proper order. Some ecunometric applications 
have taken into account the existence of errors of observation, but in 
practice it has not been feasible to determine the relative error variances 
of the series used. The authors do not provide us with error variances, 
but they do take us a good step nearer this end. It is possible that useful 
econometric results could be ascertained from the type of information 
that is available to the national income statistician. It is hoped that 
work on the assessment of relative errors will be pushed in future efforts 
so that we may accumulate even more useful measures than crude rank- 
ings through experience. 

A possible measure of reliability, in terms of internal consistency, in 
the estimation of components of income and expenditure is the size of 
the statistical discrepancy, the divergence between the estimates of 
national income and national expenditure or product after certain recon- 
ciling items in one series but not the other are taken into account. The 
size of the statistical discrepancy is often cited in favor of the accuracy 
of the national income estimates of the Department of Commerce. 
While some encouragement can be taken from consideration of the 
magnitude of the discrepancy, we cannot remain complacent over the 
fact that the figure is as large as $3-5 billion in some years. Percentage- 
wise in terms of gross national product this seems to be small, but it 
represents the yearly output or income of many persons. It is definitely 
not negligible. As is well known, individual key components can be 
grossly in error, while the national income and expenditure accounts 
nearly balance in total. More work is called for in the analysis of this 
term. What are its time-series properties? Does it behave like a random 
series? 

Throughout the discussion of the methods used in compiling the main 
items of the social accounts it was observed that sample surveys are 
used, in some cases to extend benchmarks and in others to establish 
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basic series. The different surveys used vary in quality, but among the 
poorest are some based on mail questionnaires. The response rates are 
often extremely low, leading one to doubt the usefulness of the col- 
lected material for calculations in a field where aspirations for accurate 
measurement are high. The most obvious suggestion, undoubtedly 
entailing additional expenses, is to replace these surveys with personal 
interview surveys based on carefully selected samples. 

It is interesting to consider a number of ways in which well-conducted 
field surveys could be further exploited as a means towards filling in 
some of the largest gaps in the social accounts. A fruitful area in this 
respect is the unincorporated enterprise sector. Personal interviews 
could be conducted to ascertain prevailing accounting practices and to 
collect more detail than is reported in personal income tax returns. A 
very important item for analytical studies is a measure of unincorpo- 
rated business saving to parallel the concept of corporate savings. The 
accounts in the Commerce Department’s document do not provide in- 
formation on these entrepreneurial savings, and direct personal inter- 
views seem to be practically the only feasible source for obtaining re- 
liable estimates. On the income side of the accounts, various subdi- 
visions can be made into farm income, entrepreneurial income, wage 
income, etc. On the expenditure side corresponding divisions cannot be 
found for matching in analytical studies on expenditure behavior. Farm 
spending and saving or entrepreneurial spending and saving are not sep- 
arately given, and survey statistics seem to be the logical source for 
rounding out the accounting system in this respect. It will not be satis- 
factory to prepare isolated surveys to attempt to provide some bench- 
mark estimates where no others exist. We really need a repetitive flow of 
surveys to supply a continuous record of various basic data. 

The structure of our national accounting system for the most part 
follows the well-established lines set out in early national income esti- 
mates. A clearer picture of the national economy is often obtained 
from accounting structures more closely resembling those that have 
been widely and successfully used in operating private enterprise. If the 
economy is split into groups such as households, business firms, finan- 
cial institutions, government, and the outside world, we can envisage 
income statements and balance sheets for each group. The income state- 
ment consists of receipt and expenditure items that are components of 
the present national accounts. Double entry arrangements into income 
statements or receipt-expenditure accounts give good views of the op- 
eration of each sector and also of their linking together in the circular 
flow mechanism. Either conventional balance sheets of assets and 
debts, or statements of changes (over the accounting period) in these 
capital items are needed in addition to the flow statements on receipts 
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and expenditures. The Dutch social accounting system laid out in this 
form has achieved great elegance in presentation and has proved quite 
useful in economic planning.’ The schemes of Richard Stone,’* based 
usually on the British economy, have been even more elaborate but have 
the same general nature of giving a unified accounting treatment to the 
entire system. Less preoccupation with certain arbitrary aggregates is 
perhaps the reason that the accounting presentation abroad has been 
developed to a more refined state than in this country. We may be 
pleased to observe that in the present volume a series of tables is given 
in which current income accounts are presented for the business sector, 
the personal sector, government, and the rest of the world. These ac- 
counts are given on a highly aggregative basis for the year 1950. A 
vigorous research program designed to reveal more detail in a larger 
number of sectors would be a more suitable objective of national income 
research than that of measuring aggregate output in some sense. The 
capital account in the framework of the Commerce document is very 
gross; it simply shows the mutations in less than a dozen asset-liability 
items. 

The constant dollar series on national product represents one of the 
major new contributions of the present volume. The National Income 
Division has performed this job carefully, deflating each of several de- 
tailed components by the corresponding price index. I can fully sympa- 
thize with the authors’ remarks that various alternative experiments in 
weighting and other details have had little effect on the final result. In 
fact, much cruder deflating methods used by Harold Barger and myself 
on the same current price data have produced nearly the same result for 
the valuation of gross national product in 1939 dollars. Nevertheless it 
is important to have the job done by detailed components in an agency 
that can afford the resources because periods could arise in which more 
refined calculations would show truer results than would crude methods. 

The revaluation to constant dollars is carried out only for the prod- 
uct or expenditure side of the national income accounts. It is interesting 
to speculate on the possibility of similarly revaluing the income side. 
The components of the wage bill could be deflated by indexes of wage 
rates; components of rental income could be deflated by indexes of rent. 
The appropriate concepts are not clear for all income shares such as 
corporate profits, interest, entrepreneurial income, and other items that 
are not primarily formed as a product of market prices and quantities. 
Progress could, however, be made in the direction of revaluation of 


"See, e.g., Central Economic Plan, 1952, Appendices, Central Planning Bureau, The 
Hague, August 1952. 

*™R. Stone, “Functions and Criteria of a System of Social Accounting,” Income and 
Wealth, Series I, ed. by E. Lundberg (Cambridge, Bowes and Bowes, 1951).* 
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some major components of income. If the entire income side could be 
expressed in constant prices together with the expenditure side, we 
could construct a closed set of accounts in a constant price system. 

By orienting ourselves in a social accounting framework and neglect- 
ing specific aggregates we could consider the problem of revaluing in 
each sector all debits and credits expressible as products of market 
prices or wages and quantities. Remaining items in the accounts, essen- 
tially balancing items such as profits and savings, could be revalued on 
a residual basis, as the difference between all other debits and credits in 
the accounts revalued to the constant price system. Ultimately, the com- 
plete set of revalued items could be combined into aggregates of na- 
tional income, national product, and national expenditure. 

Users of national income data who study trends and fluctuations in 
the economy will profit considerably by having the constant-dollar se- 
ries of national product available to them. There are other tasks, yet 
undone, for which it would be appropriate to ask the National Income 
Division to allocate some of its resources in the interests of enhancing 
our knowledge of the economy. We have, on the one hand, Kuznets’ 
annual estimates of national income covering the period since 1919 but 
not maintained currently in competition with the Department of Com- 
merce and, on the other hand, the estimates discussed here for the 
period 1929 to date. Prior to the 1947 revision of concepts by the De- 
partment of Commerce there were available statistics, based on homo- 
geneous concepts, giving a picture of the economy from 1919 to 1946. 
A new, and perhaps more careful, splicing of the two bodies of data is 
required for the study of various problems in the development of our 
economy by methods of time series analysis. 

Quarterly data are available in the volume from 1939 to date. Bar- 
ger’’ has published quarterly estimates for the period 1921-1938, and 
these too need to be carefully spliced with the current series. For many 
purposes of analysis, short-run data are essential and these should, if 
possible, be available for a continuous period of many years, The new 
quarterly estimates are quite aggregative, covering only the main com- 
ponents of national income and product. It would be desirable to have 
more detail forthcoming as a result of new efforts in the building of 
quarterly series. It should also be mentioned that the quarterly data 
are all presented in current prices. There is a present need for these 
data in constant dollars. 

Although the quarterly series are the most important in several types 
of analysis, especially business cycle studies, they are unfortunately less 
reliable. The discussion on methods of estimation in the volume refer 


“ Harold Barger, Outlay and Income in the United States, 1921-1938, Studies in Income 
and Wealth, Vol. IV (New York, National Bureau of Economic Research, 1942). 
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only to annual statistics, and we know little about the inner character 
of the quarterly series compiled since 1939. There is need for a simi- 
larly revealing description of quarterly estimates—of interpolations, 
seasonal adjustments, the use of samples, etc. 

The shifting of the burden of preparation of national income data 
from pioneering statisticians working in small research units to a large 
government agency has proved to be thoroughly desirable. The work- 
manlike job described by the Department of Commerce authors shows 
the advantages of this shift at the present stage of development of the 
subject. Accuracy of the resulting data has definitely been improved. 
We express our hope, however, that work in the subject will not become 
routinized; that statisticians both inside and outside the National In- 
come Division will continue to bring new ideas to bear on the problems 
of social accounting. 


COMMUNICATIONS 


Population Growth and the Demand for Capital 


In discussions of the stagnation thesis economists still disagree about the 
relative significance of a decline in the percentage rate of population growth 
and a decline in the absolute rate of growth. A number of supporters of the 
stagnation thesis attach a special importance to the absolute rate of growth 
apparently on the grounds that the acceleration principle is based on the 
absolute rather than the percentage rate of growth in final demand. Thus 
Benjamin Higgins states: “Speaking generally, the absolute rate of growth is 
the more important concept, and a falling percentage rate of increase is 
significant mainly as a harbinger of a later drop in the absolute increase. 
. .. For that part of the argument based upon the acceleration principle, the 
absolute rate of increase is clearly more important.”* Similarly A. H. Hansen, 
after a reference to the long-run effect of the percentage rate of population 
growth upon capital formation, states: “The business depression in 1929 was 
the first one in our history in which a drastic decline in the absolute increment 
of population growth occurred. Now we all know that the acceleration principle 
in business cycle theory is based on the absolute increment of growth of final 
demand and not on percentage increase. Here was a wholly new factor that 
contributed to the severity of this depression.”* Likewise, H. A. Adler states: 
“The reason for emphasizing the absolute increment in population growth with 
respect to the 1930 depression lies in the working of the acceleration prin- 
ciple.”* The opposite view to this has been summed up by George Terborgh 
in his terse remark that, to say the absolute decline in population growth is 
more important than the relative decline “is like saying that a pound of 
growth on a dog has the same significance as a pound on an elephant.’”* 

None of the writers who stress the importance of the absolute rate of growth 
state exactly why or to what extent the acceleration principle supports their 
argument. If their conclusions are based on a belief that this principle applies 
only to the case of absolute growth, they have fallen into an error. The 
acceleration principle can be applied either to a percentage rate of increase or 


*“Concepts and Criteria of Secular Stagnation,” Income, Employment and Public 
Policy (New York, 1948), p. 99. Higgins also notes certain circumstances where he believes 
that the percentage rate of growth is the more important concept. 

* Economic Policy and Full Employment (New York, 1947), p. 300. 

*“Absolute or Relative Rate of Decline in Population Growth?,” Quart. Jour. Econ. 
(Aug. 1945), LIX, 631. 


*“Dr. Hansen on ‘The Bogey of Economic Maturity’,” Rev, Econ. Stat, (Aug. 1946), 
XXVIII, 170. 
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to an absolute rate of increase in population or of final demand. Its basic 
assumption is that there is a fixed ratio between the level of income or con- 
sumption and the quantity of capital. It is true that textbook illustrations often 
state the principle in terms of absolute increments of final demand but this 
does not mean that it cannot also be applied to percentage increments. It seems 
more probable that these writers have been thinking of the fact that, neglecting 
replacement demand, an absolute fall in the volume of investment will occur 
when the absolute increments in final demand begin to fall. But the significance 
of this conclusion may be more limited than has been generally realized. Since 
there has been some confusion on this matter, it will be useful to state these 
relations more precisely. The application of the acceleration principle to the 
cases of absolute and relative growth in population will be considered in turn. 
For simplicity it will be assumed initially that the level of per capita real 
income remains constant. The effects of replacement demand are neglected 
throughout. 

Let us suppose that population is increasing by equal annual increments 
which we will designate by p. Let & represent the amount of increased invest- 
ment measured in dollars of constant purchasing power that is called forth by 
the addition of one person to the population. Accordingly, the total amount of 
investment due to the working of the acceleration principle in relation to 
population growth (hereinafter called population investment) will be k-p and 
this will remain constant as long as population continues to grow by equal 
annual increments. Now it is clear that if per capita real income remains 
constant the total national income must rise as the population grows. If 
savings are a constant percentage of income, the total amount of savings will 
rise also. Thus as the population grows at a constant absolute rate, population 
investment will become a successively smaller percentage of national income 
and of total savings. A gradually increasing percentage of the total investment 
required to offset current savings will have to come from other sources. Hence 
even when population is increasing by equal annual increments, there is need 
for a rising volume of investment from sources other than population growth 
if chronic underemployment is to be avoided.® 

Let us now assume that population, instead of growing each year by con- 
stant absolute amounts, grows at a constant percentage rate which we will 
designate p’. Assume as before that the amount of investment called forth by 
the addition of one person to the population is k. Then, if we denote by P, 
the population at the beginning of any year m, the absolute growth in popula- 
tion for the year n will be ~’-P, and the absolute amount of population in- 


* This analysis has an application to a famous discussion in the literature of the accelera- 
tion principle. Ragnar Frisch has shown that under certain circumstances a decline in the 
rate of increase in consumer-taking need not lead to an absolute fall in the level of in- 
vestment. This would be true if the rise in the replacement demand for equipment were 
sufficient to offset the fall in the expansion demand for capital equipment. But even in this 
special case Frisch's argument fails to note that the volume of net investment would fall 
and that the volume of gross investment, even though constant, would be a declining 
percentage of national income. See R. Frisch, “The Interrelation between Capital Pro- 
duction and Consumer Taking,” Jour. Pol. Econ. (Oct. 1931), XX XIX, 646-54, and the 
discussion with J. M. Clark in subsequent issues. 
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vestment will be &-p’:P,.° From this it follows that the ratio of population 
investment to national income for any year n will be equal to: 

P,(1 + p’)y 
2 


where P,,(1 + _p’) is the population at midyear and y is the level of per 


capita real income. Since P, cancels out of both the numerator and denomina- 
tor we are left with an expression in terms of &, ~’, and y, all of which are 
constants by hypothesis. This means that, where population is growing at a 
constant percentage rate, population investment will remain a constant per- 
centage of income. If, in these circumstances, saving is a constant percentage 
of income, population investment will absorb a constant proportion of total 
savings. It also follows from this expression that a decline in the percentage 
rate of population growth will cause the ratio of population investment to 
national income to decline.’ One particular form of a decline in the relative 
rate of population growth is a population which increases by constant absolute 
amounts. 

Finally, let us drop the assumption that the level of per capita income 
remains constant and assume instead that it is gradually rising. It seems 
reasonable to suppose that any growth in per capita income would cause k to 
increase also.* If each person in the population enjoys a higher standard of 
living, it is not unreasonable to expect that the capital required to produce 
this higher standard will be larger also. If the ratio of k to y remains constant, 
which will be true if the capital-output ratio remains constant, the conclusions 
reached above are unaffected. In this particular case the ratio of population 
investment to national income will remain constant as long as population 
grows at a constant percentage rate even though the level of per capita income 
is rising. Only if & and y grow at different rates is it impossible to state defi- 
nitely what will happen to the ratio of population investment to national 
income. However, unless the size of the ratio k/y is inversely affected by the 
rate of population growth, it will still be true that the ratio of population 
investment to national income will decline more slowly (or grow more rapidly) 


° This assumes a constant percentage growth compounded annually. 
"The proof is as follows. Assume another rate of growth p” such that p’>p”. It is 
required to prove that 
k-p’ _k-p’ 
ytpy/ytp*y 
2 2 


If we divide both sides by k, multiply through by y and then multiply both sides by the 
product of the remaining denominators we obtain p’ + which must 
be true if p’ > p”. 2 2 

*It should be noted that I am concerned here only with the effects of rising per capita 
income on the amount of investment induced by population growth. This growth in per 
capita income will, of course, induce additional investment if the capital-output ratio is 
to remain constant. 
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when population grows at a constant percentage rate than when it grows at a 
constant absolute rate. 

In view of these conclusions why have a number of economists placed so 
much emphasis on the absolute rate of population growth? For with a constant 
absolute rate of growth one can expect a steadily declining ratio between 
population investment and national income. As was suggested above, it seems 
likely that the economists in question have been thinking too much in terms 
of a static economy in which it might be reasonable to assume that a constant 
absolute volume of investment would maintain an acceptable level of employ- 
ment for an indefinite period of time. Needless to say, we live in a rapidly 
growing economy and in these circumstances we are likely to need a growing 
volume of investment. There can be little question then that the percentage 
rate of growth in population is a much more relevant concept than the absolute 
rate of growth. 

The argument advanced here is essentially similar to that given by a number 
of economists who have discussed the dynamic growth aspects of capital in- 
vestment.® The principal difference is that these economists have been primarily 
concerned with the relation between capital investment and the rate of growth 
in output as a whole whereas my argument has been restricted to the relation 
between population growth and capital requirements. In both instances the 
basic assumptions are that the capital-output ratio and the average propensity 
to save remain constant. Given these assumptions Harrod, Domar and others 
have shown that a constant proportionate (not absolute) rate of growth in 
output is required to induce sufficient capital investment to offset the amount 
of saving that would be forthcoming at a full-employment level of income. 
The required rate of growth is equal to the average propensity to save multi- 
plied by the reciprocal of the capital-output ratio.*° I have shown that under 
similar assumptions a constant proportionate rate of growth in population is 
necessary if population investment is to remain a constant proportion of 
national income and total saving. 

While I have demonstrated that under certain assumptions a constant per- 
centage rate of population growth will induce a level of investment that will 
remain a constant proportion of national income, this still leaves unanswered 
the further question of whether one constant percentage rate of growth is 
better or worse than another. I should like to suggest that for any country at 
any point of time there is some optimum rate of population growth."* An 
optimum rate of population growth can be defined as that rate of growth 
which is most conducive to the maintenance of a high level of employment and 
a rapid rate of economic progress (where economic progress is defined as 
increase in output per capita). A more rapid rate of growth than this might 


*See, in particular, R. F. Harrod, Towards a Dynamic Economics (London, 1948); 
E. D. Domar, “The Problem of Capital Accumulation,” Am. Econ. Rev. (Dec. 1948), 
XXXVIII, 777-94; and W. Fellner “The Capital-Output Ratio in Dynamic Economics,” 
Money, Trade, and Economic Growth (New York, 1951); and the references given by 
Fellner on p. 106. 

*” Fellner, op. cit., pp. 111-12. 

“ Higgins has suggested the need for such a concept. See of. cit., p. 106. 
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slow up the rate of economic progress by reducing the average propensity to 
save, because of the high consumption rate associated with large families, thus 
in turn reducing the amount of capital investment.’* A slower rate of growth 
might induce less capital investment and thus be less favorable to both the 
maintenance of a high level of employment and the rate of economic progress. 

It seems likely that the optimum rate of population growth would change 
over a period of time as the ratio between a country’s population and its 
natural resources changed. In effect, this means that the optimum rate of 
population growth would vary as the position of a country’s population 
changed with reference to its optimum population.** It would also vary as the 
volume of opportunities for investment arising out of growth in per capita 
output changed. When the population is below an optimum level, a high rate 
of population growth will mean a rapid approach towards the optimum. This 
movement of the population towards an optimum will cause an increase in 
output per capita because of the more favorable ratio of total population to 
resources. On the other hand, with a lower rate of population growth a larger 
proportion of total savings will go into forms of capital investment which help 
to raise the level of output per capita. Under these conditions the minimum 
acceptable rate of population growth would be the rate which, given the 
average propensity to save and the opportunities for investment related to 
growth in output per capita, was just sufficient to maintain full employment. 
A maximum acceptable rate would be a rate so rapid that any further increase 
in the rate of population growth would cause a slowing up in the growth of 
output per capita either because it reduced the community’s propensity to save 
or because the total supply of capital equipment did not keep pace with the 
growth in population. Within the limits set by this maximum and minimum, a 
range which could be substantial, it might be difficult to determine an optimum 
position. 

In contrast, when a country’s population is beyond its optimum, any in- 
crease in the rate of population growth above the minimum rate necessary to 
induce sufficient investment to maintain full employment will be clearly un- 
desirable for it will result in a less favorable ratio of population to resources 
and a lower level of per capita output. Thus, where a country’s population is 
beyond the optimum, the optimum rate of population growth will depend pri- 
marily on the opportunities for investment related to growth in output per 
capita. In fact, if growth in output per capita alone would induce sufficient 
capital investment to maintain full employment, the optimum rate of popula- 


"This introduces the question of the possible effects of population growth on the 
propensity to save, a difficult problem and one beyond the scope of this note. It also 
assumes that the amount of investment is limited by the amount of voluntary saving, 
that inflation and forced saving are prevented by monetary controls. 

“The difficulties of defining an optimum population have been carefully discussed by 
J. R. Hicks. See J. R. Hicks and A. G. Hart, The Social Framework of the American 
Economy (New York, 1945), pp. 240-43. I would suggest that the optimum population 
be defined with reference to the amount of capital equipment, the opportunities for foreign 
trade and the state of technical knowledge at a given time and that we recognize that this 
optimum will change over time with changes in these factors. 
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tion growth would be zero. As Fellner has shown, given a constant average 
propensity to save (s) and a constant capital-output ratio (R), the required 
over-all rate of growth necessary to induce sufficient capital investment to 
maintain full employment is a constant percentage rate of growth of (s).'* 
R 
When a country’s population has exceeded the optimum, the more of this re- 
quired rate of growth which can be made up by growth in per capita output 
the lower will be the optimum rate of population growth. When a country’s 
population is below the optimum, it may be difficult within certain limits to 
determine the best combination of population growth and growth in output per 
capita needed to meet this required rate of growth. 

In practice the concept of an optimum rate of population growth is difficult 
to apply. Consider, for example, the changes that have occurred in the per- 
centage rate of population growth in the United States over the period 1790 
to 1950. The relevant data are given in Table I. 


TABLE I.—PeRCENTAGE GROWTH IN PoPuULATION, BY DECADES, 
THE UniTEp States, 1790 to 1950 


Percentage 
Decade Decade 


1790-1800 1870-1880 
1800-1810 1880-1890 
1810-1820 1890-1900 
1820-1830 1900-1910 


1830-1840 1910-1920 

1840-1850 1920-1930 

1850-1860 35. 1930-1940 

1860-1870 1940-1950 

Source: U. S. Bureau of the Census, Historical Statistics of the United States, 1789-1945 
(Washington, 1949) and Survey of Current Business, July 1951. 


If we exclude the decade 1930 to 1940, rates of growth over the period 1790 
to 1950 fall into four groups. From 1790 to 1860 population grew at the rate 
of about 33 to 36 per cent per decade. A sudden decline in the rate of growth 
occurred about 1860, and thereafter population grew at a rate of about 26 per 
cent per decade from 1860 to 1890. A further decline in the rate of growth 
occurred at this time and population grew at about 21 per cent per decade 
from 1890 to 1910. Finally, with the exception of the ’thirties, population has 
grown at the rate of about 15 per cent per decade since 1910. Thus there has 
been a regular step-like decline in the percentage rate of population growth 
since 1860.'* A detailed study would be necessary to determine whether these 
declines in the rate of population growth were accompanied by corresponding 


™ Fellner, op. cit., pp. 111-12. 

* These data give little support to Hansen’s contention that “the percentage decline in 
population in the United States was not marked until after World War L” See op. cit., 
p. 299. 
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reductions in the optimum rate of growth. However, a few observations appear 
justified. It seems reasonable to suppose that the optimum rate of population 
growth would be higher during the earlier part of this period when the ratio 
of population to land and other resources was extremely low and the total 
population was well below an optimum. Further, the inflow of foreign capital 
during the first part of this period would raise the optimum rate of growth for 
that period. It is also possible that the rate of population growth during part 
of this period may have exceeded the optimum by a substantial margin. 

More recently, the population of the United States has probably approached 
an optimum and may well have passed it. Accordingly it seems probable that 
the optimum rate of growth is now substantially lower than it was during the 
earlier part of the period, say before 1900. Some economists, in particular 
those of the secular stagnation school, are inclined to believe that the rate of 
growth in recent decades has been below the rate necessary to maintain a high 
level of employment. However, the occurrence of two world wars and a great 
depression makes the period since 1910 difficult to interpret and a more de- 
tailed study will be needed to determine whether the optimum rate of growth 
has declined more or less than the actual rate of growth in recent decades. In 
fact, the whole problem of the relation of population growth to the demand for 
capital merits more detailed attention than it has yet received. 

In view of the recent emphasis that has been placed on the “amazing popu- 
lation upsurge” in the United States it may be useful to note by way of con- 
clusion that although the absolute growth in the population of the United 
States during the decade ending in 1950 was the largest on record, the per- 


centage rate of growth for this decade was slightly smaller than that of the 
decade ending in 1930. 


CLARENCE L. BARBER* 


* The author is associate professor of political economy at the University of Manitoba. 


Consumption and Investment Propensities: Comments 


Editor's Note: These three comments on the article by Ta-Chung Liu and Ching-Gwan 
Chang, published in the September 1950 issue of this Review, were originally submitted 
for publication during the period September 1950-April 1951. Publication has been delayed 
in part by the necessity for revisions, but mainly because the authors of the original article 
have been out of the country for considerable periods of time. 


In an article in this Review,) Messrs. Ta-Chung Liu and Ching-Gwan 
Ghang set out to test certain hypotheses concerning the relationship between 
prewar and postwar aggregate spending propensities in the United States. 
Their model is most unusual. There is no attempt at deflation: all magnitudes 
are at “current prices.”” Consumption, C, is made a function of gross national 
product, Y, and the consumers’ price index, P, rather than disposable income, 
Y,. Investment, I, is a function of Y and current corporation profits after 
taxes, F, and the latter is considered exogenous. A valiant attempt is made to 


*“Consumption and Investment Propensities,” Am. Econ. Re ‘Sept. 1950), XL, 565-82. 


140 THE AMERICAN ECONOMIC REVIEW 


justify these peculiarities; it is the purpose of this note to raise some important 
doubts. 
I. Deflation 


Liu’s and Chang’s defense of the use of current price magnitudes is not con- 
vincing. Their first argument, that a function based on “money illusion” better 
conforms to theory than one which relates real consumption to real income, is 
ambiguous. What are the “theoretical grounds” on which we should expect 
the absolute price level to play a part in consumption decisions? The authors 
do not specify. If narrowly defined, the use of the term “money illusion” would 
indicate that they are suggesting “irrationality” on the part of consumers. 
Yet, since the implication that a hypothesis of systematic “irrationality” is 
subject to theoretical proof is patently unacceptable, it is more likely that Liu 
and Chang are thinking in terms of “rationality” in a dynamic world. Either 
inelastic price expectations or “Pigou effects” could induce “rational” be- 
havior which would appear (to an observer with a static frame of reference) 
like money-illusion “irrationality.’”* 

By accepting the importance of such dynamic effects, however, the authors 
undermine the logical foundations of their own function. If current prices and 
incomes are the sole variables relevant to consumption decisions, then the 
form of the consumption function cannot be governed by tacit consideration 
of other variables (expectations, nonequity assets, etc.).* If prices and in- 
comes are really the only things that belong on the right-hand side, then it 
follows that only “irrational” behavior can validate an undeflated function. 
No empirical evidence is cited in favor of such “irrationality” and I, for one, 
am loath to give up the assumption of “rationality” for a model based on 
systematic “irrationality.” 

The authors’ second argument, that the indices available for deflation are 
of tenuous applicability, though correct in itself, is irrelevant. The technical 
faults of currently used deflating procedures provide excellent reason for 
cautious interpretation of so-called “real” figures: they do not validate unde- 
flated figures. 

Suffice it to conclude:* (1) that most prewar studies suggest that deflated 


*“Trrational” is a poor word for the intended concept but its analogous place in the 
vocabulary of price theory and the lack of an obvious substitute perhaps justify its use. 
Note, however, that it must be very narrowly defined as implying nonmaximizing behavior 
in terms of a specified frame of reference. None of the usual (and emotive) connotations 
apply. 

*See Tobin, “Money Wage Rates and Employment,” The New Economics, Harris, ed. 
(New York, 1947), pp. 583 ff. 

“Unless these variables are linearly related to prices or incomes: a presumption not on 
its face obvious. 

*Liu and Chang's third defense, that the inclusion of P as a determinant of C elimi- 
nates the spuriousness of a high correlation between Y and C which would otherwise 
dominate the relationship in that Y and C have prices in common, is a more or less 
adequate counter to the charge of spurious correlation. The problem is a slippery one 
though. It is true that replacing two uncorrelated variables x and y by zx and zy will 
result in a non-zero correlation. It does not necessarily follow that a good correlation 
between zx and zy is spurious, for the relationship between zx and zy might be the true 
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data provide a better statistical fit than do current values, a fact not met by 
the Liu-Chang arguments; and (2) that, at any rate, a correct choice must be 
based exclusively on which alternative provides the better (more invariant) 
hypothesis.° 

II. The Consumption Function 

The function used by Liu and Chang is of the form C = aY + bP +, 
where a, b, and c are parameters. 

The authors indicate awareness of several possible ways of refining their 
function, but do not consider any of these of substantial importance. As 
regards lags, they state that despite the improvement in correlation that intro- 
duction of an additional independent variable necessarily effects, their experi- 
ments with lags resulted in only “superficial” improvements (not to mention 
the lower significance of the correlation) and that at any rate it is doubtful if 
any significant lags are inherent in annual data. 

These points are well taken; nevertheless, their justification for using unde- 
flated figures would have been more compelling had they used quarterly data 
and then tried lags. Had implicit expectational elements’ been thus brought in 
on the right-hand side, their function would have been more readily reconcil- 
able with the assumption of dynamic “money sophistication.” 

In the use of Y as a determinant of C one can also quarrel with Liu and 
Chang. Unlike the use of lags, the use of Y instead of Yq is not just a simpli- 
fication. The function, as it stands, does not provide us with a testable hy- 
pothesis of behavior. 

There are three possible methods of approach to “the” consumption func- 
tion: 

1. The “Baconian” inductive-statistical approach: i.e., running correlations 
between aggregate magnitudes with no attempt at a theoretical foundation, 
looking for higher and higher correlation coefficients; 

2. Setting up hypotheses as to behavior (invariant with respect to a “class 
of structures”), then testing against relevant aggregates; 

3. Basing hypotheses on the behavior of individuals (“households”), aggre- 
gating, then testing both against aggregate and individual (micro-economic) 
data. 

If we want to find a consumption uniformity which is invariant to changes 
in narrowly economic magnitudes, i.e., which will vary only with changes in 


one. All that can be said is that a high correlation between zx and zy is not conclusive 
evidence that it is in fact the true relationship. 

*If I may defend their practice against their own defenses, I would suggest the follow- 
ing: within limits, the inclusion of a linear price-level term in an undeflated relation does 
provide a rough approximation to a deflated function (i.e., a Taylor’s series first approxi- 
mation). But where the two periods under consideration differ in P as much as do the 
postwar and prewar, we must be wary of such approximations. 

"It could be argued that implicit in the exclusive use of current magnitudes is a pre- 
sumption that the elasticity of expectations is unity; that in fact people expect the 
parameters relevant to their decisions not to change. If people really thought that they 
were living in a “stationary state,” money illusion really would involve illusion, and what 
was said concerning systematic irrationality applies. 
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psychological motivation or the institutional and cultural “framework’’® (and 
there is little sense in formulating less “fundamental” relationships), the 
superiority of the last approach is manifest.® 

The line of argument followed by Liu and Chang seems to have great 
affinity for the first approach. There is a good fit between C and Y, hence we 
have the (?) consumption function. Their defense against criticism on this 
count is based on calculations indicating that disposable income is a good 
linear function of gross national product and that: “projections from the 
relation between the two during the prewar decade yield figures for postwar 
‘disposable income’ extremely close to the actual figures” (p. 570). 

If the “institutional” relationship between Y, and Y has not changed as 
between prewar and postwar, it no doubt follows that an apparent re-establish- 
ment of the prewar (derived) relationship between C and Y is good evidence 
that the behavioristic relationship between C and Y,q is the same as before the 
war. It is important to note, however, that the usefulness of the Liu-Chang 
study is severely limited, a fact not sufficiently emphasized by their own 
article. Their so-called consumption function cannot be used either for pre- 
diction or for testing hypotheses of consumer behavior. It is not invariant with 
respect to changes in the Y vs. Yq relationship, hence variations in tax struc- 
ture, transfers, corporate savings, etc., will invalidate it. 

The only positive justification the authors provide for the use of Y is that 
it simplifies the system. If Yq is a linear function of Y, it is difficult to see the 
nature of the simplification. On the other hand, the advantages of using Ya 
are substantial. 

Ill. The Investment Function 


The stated rationale of the Liu-Chang investment function (I = dY + eF ° 
+ i, where d, e, and i are parameters) is that income is a measure of the 
“level of economic activities which generate demands for capital goods,” while 
corporate profits after taxes “indicate the magnitude of the incentive for 
actually making the investment at a given level of demand” (p. 568). 

Note that F—corporate profits after taxes—is considered exogenous. This 
in itself makes prediction on the basis of the function impossible, in that 
current corporate profits are obviously related to the level of current income. 
More important (given the authors’ limited aims), a high degree of colline- 
arity between Y and F renders the two parameters “e” and “d” virtually 
meaningless. 

It is difficult to find justification for this sort of an investment function. The 
fact that no lags are intrinsic to annual data does not make the function any 
more useful: no meaningful hypothesis as to the behavior of the individual 
investor is being tested. 

The dismissal of the “so-called ‘acceleration principle’” for lack of any 
evidence (p. 568), seems somewhat rash. Presumably Liu and Chang were 


*I am fully cognizant of the difficulties these distinctions involve, but they are not of 
essence in the present argument. 


* This was first impressed on the writer by Professor M. F. Millikan in his graduate 
national income course. 
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thinking of the unsuccessful search for the stipulated I = f (dY/dt) relation- 
ship in time series data. Yet the lack of a discernibly consistent lead-lag rela- 
tionship only indicates that without lags the operation of the principle is not 
evident. It provides no evidence one way or the other as to any delayed effect 
dY/dt (or dC/dt) might have on I. 

At any rate, any function attempting to describe investment which does not 
assign a role to expectations (directly, or via lags, rates of change, etc., in- 
directly) and which is not grounded on a micro-economic hypothesis is justi- 
fied only if one accepts the ‘“Baconian approach” to scientific inquiry or if 
one enjoys running correlations. 


IV. Results and Conclusions 


Comparing the projected values of C, I, and Y with the actual ex post 
values, Liu and Chang conclude that since “the actual consumption data for 
1946-1948 came very nearly [italics supplied] to the estimated figures,” with 
certain cautions as to relevance outside of the range of observation “properly 
borne in mind, one may be permitted to say that statistical facts do not con- 
tradict the conjecture that the [italics supplied] prewar consumption function 
has more or less been restored or that it is in the process of being restored” 
(p. 573). 

One cannot but be somewhat skeptical as to the authors’ views on what 
constitutes “very nearly.” During the years 1930-40 the largest percentage 
discrepancy between actual and estimated consumption was 1.08% (1938), 
with an absolute average discrepancy of 0.58%. For the three years 1946-1948 
the discrepancies run to 4.95%, 5.88% and 2.68%, respectively, all positive 
(as opposed to prewar when plus and minus discrepancies almost matched 
each other, 5 for 6). 

The estimated investment figures were completely off the mark. The authors 
suggest that “the failure of the postwar investment expenditures to come up 
to the levels estimated from the prewar investment function may perhaps be 
explained partially by the feeling of uncertainty which existed in the minds of 
the entrepreneurs as regards the possible course of the developments of the 
American economy” (p. 574). The hypothesis that the depressing effect of 
“uncertainty” on investment was “greater” during three years of uninter- 
rupted high level prosperity (with a backlog of investment demand due to 
wartime disinvestment in many lines) than during the most depressed decade 
in U.S. history seems, at best, novel. 


V. Applications 


Liu and Chang apply their results to find quantitative approximations (1) to 
the extent of “money illusion” in the U.S. economy, and (2) to the “balanced 
budget multiplier.” Both applications bear discussion. 

1. In attempting to determine the existence and extent of ‘money illusion,” 
Liu and Chang correlate real consumption with real income for the 1930-1940 
period. They get a correlation coefficient indicating about as good a fit as that 
provided by the undeflated function. The latter, however, “gives a slightly 


é 
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better postwar projection,” hence “it appears that ‘money illusion’ did exist 
soo” Gh 

To “give a quantitative indication of the extent of ‘money illusion,’ ” the 
authors (i) calculate the price elasticity of demand of real consumption for 
the year 1948," using (a) the undeflated function, and (6) the “real” func- 
tion; and (ii) take the difference between the two elasticities expressing the 
result in percentage terms. They conclude, in fact, that their result (4%) 
“may be considered as a measure of the extent of ‘money illusion’ ” (p. 575). 

Unfortunately, the Liu-Chang procedure has no rational justification. Note 
what it involves. The same ex post consumption figures are used to estimate 
the parameters of both functions. One of these functions seeks to explain the 
figures on the assumption that they were generated by a public whose con- 
sumption decisions were dominated by “money illusion.” The other seeks to 
explain them on the assumption that “money illusion” was not of importance. 
One of these functions must be entirely spurious. If we hypothesize that 
“money illusion” did in fact exist, then we cannot attribute meaning to a 
deflated function whose parameters were calculated from data generated (by 
our hypothesis) by a public under the influence of “money illusion.” If “money 
illusion” really did “produce” the data, then we must conclude that had real 
consumption been a function of real income (cet. par.), the consumption 
figures would have been different. The same is true if we reverse our hypothe- 
sis and base our reasoning on the presumption that the data in hand represent 
consumption as a function of real income. 

The same data cannot provide meaningful parameters for both functions. 
But if one of the functions is meaningless, the elasticity calculated from it is 
also meaningless; if so, it is difficult to attribute any significance to the differ- 
ence between the two elasticities. 

2. Liu and Chang calculate a balanced budget multiplier of 2.7. Its im- 
probability is a consequence of the weakness of the whole model. Note that 
the calculations imply a marginal propensity to spend out of corporation 
profits after taxes of only .339. There is a certain ambiguity here, since formally 
this figure refers to 01/oF, with nothing said about the propensity to pay 
additional dividends out of the extra profits. Yet for their reasoning to be 
consistent, Liu and Chang must assume either that 66.1 cents of every extra 
dollar of profits is not spent or paid out in dividends, or that the dividend 
receivers’ marginal propensity to consume is zero. The authors’ modest quali- 
fication that the “conclusion obtained by applying the system to the analysis 
of a concrete problem is . . . necessarily experimental in nature and can 
serve as no more than an initial reference for further work” does not prevent 
them from concluding that “the consequences of such a policy” (i.e., simul- 


* One wonders that they found the small differences (0.5%, 0.77%, 0.93%) between 
the two sets of projections significant (see p. 575). 

Duesenberry, Modigliani, Woytinsky and many others have shown that the postwar 
consumption-saving-income ratio can be accurately predicted by prewar relations without 
introducing “money illusion” by taking systematic account of postwar liquid wealth 
position, etc. 

™" Holding money income constant at the 1948 level. 
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taneous reduction of G and business taxes) “would be even more disastrous if 
F were partially an increasing function of Y” (p. 576). 
Francis M. Bator* 


* The author is research associate and assistant to the director, Center for International 
Studies, Massachusetts Institute of Technology. He wishes to acknowledge extensive dis- 
cussion of all points with Professor R. Solow, and the helpful comments of Professors 
R. L. Bishop, E. C. Brown, and P. A, Samuelson. He is, however, solely responsible for 
errors. 


Comment 


In an article in the September 1950 issue of this Review Messrs. Ta-Chung 
and Ching-Gwan Chang argue that the price level should be introduced into 
the consumption and investment equations. In justification of this it is argued 
that, though this procedure gives “about an equally good” fit for the prewar 
period it gives a better fit for the three postwar years for which data are 
available. 

This argument, however, is open to the following criticism. Both the con- 
sumption equations, the one using and the other ignoring the price term, 
underestimate the actual data for the postwar years; this is only as it should 
be, for during this period the data were influenced by a special factor, the 
pent-up war demand. In order to derive the true relationship, one would have 
to subtract this factor from the actual data, and since we do not know how 
large this factor is, we cannot say that the equation coming closer to the actual 
data (in a linear way only, for there are points of inflexion in neither the 
data nor the estimating equations for these years) gives a better indication of 
the true relationship. This consideration is enhanced by the fact that a small 
difference in the estimation of the pent-up demand would destroy the signifi- 
cance of the price term, for the differences between the equation using the 
price term and the equation ignoring it are 1/10, 1/8 and 1/3 (for 1946, 1947 
and 1948 respectively) of the pent-up demand as measured by the difference 
between the actual data and the better fitting of the two equations. Thus the 
only evidence to show that the equation using the price term is superior is that 
of 1948, when the pent-up demand must have been of less importance than in 
the two preceding years. To argue from the evidence of one year is obviously 
most tenuous. A similar consideration throws grave doubt upon the estimated 
value of the price parameter, the calculated value of the price elasticity and 
also on the introduction of a price term in the investment equation. 

THomas MAYEr* 


*The author is an economic analyst in the office of the chief economist, Bureau of 
Mines. The views expressed, however, are his own, and not necessarily those of the Bureau 
of Mines. 
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The new conclusions with respect to consumption presented by Drs. Liu 
and Chang in their recent article are as follows: 

1. “Contrary to a complete absence assumed in the existing estimates of the 
(prewar) consumption function, the influences of ‘money illusion’ are statisti- 
cally discernible—” (pp. 565, 566). 

2. “While it cannot be definitely proven that the prewar consumption func- 
tion has really been restored during the postwar years, the postwar consump- 
tion expenditures do appear to be very close to what the prewar consumption 
function would require them to be” (p. 566). 

It is the purpose of this comment to suggest that in both cases the evidence 
presented points to the opposite conclusion. 

As evidence of the “money illusion” (i.e., that if consumers’ real income 
remained constant but dollar income and prices fell, real consumer expenditure 
would increase, presumably because prices seemed lower) the authors present 
two equations for the consumption function. One is a standard function in 
which income (represented by GNP) and consumer expenditure are deflated 
for price. In the second, money values of income and expenditure are used 
directly in the equation and price is treated as an independent variable. 
Because “The two equations give about equally good fit for the prewar period” 
(both gave a correlation coefficient of 0.99), and because the n ~ equation 
“gives a slightly better postwar projection,” they conclude that °.: “money 
illusion” did exist (p. 575). 

Examination of their new equation shows their “money illusion” to be of an 
unexpected character. The equation is as follows with the usual notations 
except that Y represents GNP, not disposable income, 


C = 0.535 Y + .214 P — 3.06. 


This can be converted to real terms by dividing through by P with C/P = c 
and Y/P = y to give the following equation, 


c = 0.535y + .214 — 3.06/P. 


According to this equation a lower price level produces a decrease in real con- 
sumer expenditure not an increase. This is the “money illusion” in reverse. 
It is an “illusion” which would, according to the equation, lead consumers to 
stop spending entirely if the price level were sufficiently low. 

This apparent negative “money illusion” would be interesting if the co- 
efficient of price in the formula had significance. Actually the influence of the 
price factor in the equation is small. At 1940 prices and incomes, a doubling 
of prices would, according to the formula, increase real consumer expenditure 
by only 2 per cent. Yet the extreme difference in prices for the data used to 
derive the coefficients was only from 92 to 119. Furthermore, there was a very 
high intercorrelation between money income (however defined) and the price 
index in the base period used. Real income fluctuated very much as did the 
consumer price index. Multiplying real income by the price index adds to the 
intercorrelation. It must be obvious that the coefficient obtained for price in 
the equation has no significance. 
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Since the introduction of price as an independent factor does not improve 
the coefficient of correlation, does not produce the expected relation and does 
not give price a significant coefficient, it is difficult to see what evidence it 
provides of the existence of the “money illusion.” Rather, the evidence suggests 
that the simpler formula is the more valid of the two and that, in so far as the 
new formula throws any light on the “money illusion” it points to its absence. 

The question whether the postwar consumption expenditures are in fact 
“very close to what the prewar consumption function would require them to 
be” involves two problems: (1) what are the relevant figures, and (2) what 
constitutes being “very close”? 

The authors base their conclusion of the closeness of the postwar expendi- 
ture to the prewar function on the more complex of the two formulae. If the 
simpler and more valid formula is used, the discrepancy appears significantly 
greater as is shown in the first part of the table below. 


Excess OF ACTUAL CONSUMER EXPENDITURES OVER 
EsTIMATED EXPENDITURES 


(in billions of dollars) 


By Complex By Simple 
Formula*® Formula> 


1946 7.3 
1947 9.8 
1948 4.8 


1949 
1950 First half year® 


C=0.535Y+0.214P —3.06 
>C=0.539Y+0.181P 
Seasonally adjusted 


The greater discrepancy is particularly important for 1948 since the authors, 
while recognizing that the actual figures are consistently higher than the esti- 
mate, attribute this to the pent-up demand arising from war shortages which 
could be expected to taper off as these demands are liquidated. The revised 
estimates for the years 1946 to 1948 do not show any such tapering. The lack 
of tapering is also indicated by the estimates for 1949 and the first half of 
1950 which are included in the table. Rather, consumer expenditure appears 
to have been running some $7 or $8 billion over the prewar relation to dis- 
posable income. Since the war, consumers have been spending roughly 5 per 
cent more than would have been expected on the basis of prewar behavior. 

Whether consumption expenditures running 5 per cent above what could 
be expected on the prewar basis is “very close” to the prewar depends some- 
what on the point of view. A 5 per cent rise in the consumption function, if it 
has occurred, would seem to the present writer a noteworthy shift in a func- 
tion which has so often been assumed to be stable. 

But whether this shift, considered only from the point of view of consump- 


6.9 
12.0 
72 
8.4 
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tion, is significant, there can be little question that its implications for saving 
and the saving-investment problem are great. Below are given the actual and 
estimated consumer savings since the war, arrived at by deducting actual and 
estimated consumer expenditure from actual disposable income. The figures 
in parenthesis for 1950 represent actual and estimated savings, excluding the 
veterans’ insurance payments from both disposable income and savings. 


Actual Saving Estimated Saving Ratio of Actual to 
(in billion dollars) (in billion dollars) Estimated Saving 


1946 60% 
1947 30% 
1948 ; 62% 


1949 46% 
1950" (7. 21.2 (16.2) 60% (48%) 


Average 18.7 54% 


* First half year—annual basis, seasonally adjusted. 


Since the end of the war savings have been little more than half what could 
have been expected on the basis of prewar relationships. Certainly from the 
point of view of the problem of oversaving it does not seem reasonable to say 
that “the actual consumption data for 1946-48 come very nearly to the esti- 
mated figures” (p. 573). 

If an upward shift of something like 5 per cent has taken place in the pro- 
pensity to consume, it would have considerable theoretical importance. It 
would tend to confirm the position of those who, at the close of the war, pre- 
dicted that the great increase in the money supply and the great increase in 
the liquidity of individuals would give a more or less permanent lift to the 
propensity to consume. 

GARDINER C. MEANS* 


* The author is consultant, Committee for Economic Development. 


Rejoinder* 

Dr. Means’ criticisms center around the meaning and the significance of the 
“money illusion” implied in our equation (1), C = 0.535 Y + 0.214 P — 
3.06, which when divided through by P becomes: c = 0.535 y + 0.214 — 
3.06/P, c and y being deflated magnitudes. 


*The authors take this opportunity to correct the following typographical errors in 
the original article (this Review, September 1950, pp. 565-82): (1) In footnote 7 (p. 572), 
the letters C, Y, P, I and F in the symbols RC-YP and RI-YF should appear as subscripts. 
(2) On page 575 an equation sign is missing before the expression in the thirteenth line 
from bottom. 

* Page 572 of the original article. All variables in capital letters are measured in current 
money values. 
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Means defined “money illusion” as the situation where “if consumers’ real 
income remained constant but dollar income and prices fell, real consumer 
expenditure would increase, presumably because prices seemed lower.” Since, 
with y constant, c as calculated from the second equation given above will 
become smaller if P is smaller, the “money illusion” implied in the above 
equation would yield “money illusion in reverse” on Means’ definition.? 

There is, however, no standard way of defining “money illusion.” Means’ 
definition may be called the “money price illusion.” Let us define “money 
income illusion” as the situation where, with real income constant but money 
income and prices falling proportionately, people are led by the smaller money 
income to believe that they are “poorer” and hence consume less. Our equa- 
tion yields “money income illusion” but “money price illusion in reverse”; 
whereas any equation which gives “money price illusion” would yield “money 
income illusion in reverse.” There is little doubt that people know what their 
incomes and prices are in money terms better than in real terms;* hence both 
types of illusion could exist. 

No claim was made in the original paper that the “amount” of “money 
illusion” implied in equation (1) is large; at the same time, no test of its 
statistical significance was made. Whether “money illusion” existed signifi- 
cantly in the statistical sense depends entirely upon whether the constant term 
in equation (1), i.e., —3.06, is significantly different from zero. The standard 
error of that constant is 1.66 which, for eight degrees of freedom, means 
roughly one chance in twelve that a constant term as large as 3.06 (in absolute 
value) or larger would be obtained in the absence of a “money illusion.” This 
is not clearly statistically significant, but the probability is small enough to be 
suggestive. 

Whether on the basis of our equation (1) or (4), the estimated consumption 
figures were lower than the actual values in postwar years. It must for the 
time being remain a matter of personal opinion how much of these “excesses”’ 
of actual over estimated values represented a more or less “permanent” upward 
shift of the consumption function on account of the great’increase in the 
liquidity of the individuals, as Means seems to believe, and how much was due 
to the liquidation of “pent-up demands.” The absence of a continuous “taper- 
ing off” tendency in the “excesses” obtained from equation (1) would tend to 
cast doubt, as pointed out by both Means and Mayer, on the interpretation of 
these “excesses” as reflecting the liquidation of “pent-up demands”; even 
though it is difficult to believe, on @ priori grounds, that the fulfillment of 
such demands did not play a réle in postwar consumption. In any case, the 
lack of any discussion of the liquidity factor was undoubtedly a serious error 
of omission in the original paper. 

The essence of Mr. Mayer’s criticism is that, since we do not know the 


* The “absurd” result obtainable from equation (1) mentioned by Means (i.e., consumers 
would “stop spending entirely if the price level were sufficiently low”) is interesting but 
unimportant; as all statistical functions, when carried far beyond their relevant ranges, 
are likely to yield economically absurd results. 

* This was one of the reasons why the consumption function in the original paper was 
set up in money values, instead of in real terms. 
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actual size of “pent-up demands,” we can not say that the equation coming 
closer to the actual data (i.e., equation 1) is a better indication of the con- 
sumption function than equation 4 when the influences of the “pent-up de- 
mands” are removed from the relationship. An assumption implicit in the 
original paper is of course that the liquidation of “pent-up demands” was 
somewhat smaller than the total postwar ‘“‘excesses” in consumption, a hypoth- 
esis admittedly impossible to establish by any statistical effort at the present 
time. 

In the discussion of the consumption function in Sections I and II in Mr. 
Bator’s comments, he suggests that there are three possible grounds on which 
the absolute price level might be introduced into the consumption function: 
inelastic price expectations, the “Pigou effects” and “irrationality” on the part 
of the consumers. Since he believes that “the implication that a hypothesis of 
systematic ‘irrationality’ is subject to theoretical proof* is patently unaccept- 
able,” he attributes the introduction of the price level into our equation (1) to 
the first two factors and then proceeds to criticise the equation on this basis. 
The “money illusion” implied in equation (1), however, is of the “irrational” 
type.° The criticism, therefore, is not relevant. 

Bator believes that “no meaningful hypothesis as to the behavior of the 
individual investor is being tested” in connection with our investment func- 
tion, equation 2, which has gross product and profits after‘ taxes as independ- 
ent variables. If profit incentive as an explanatory variable for investment “is 
not grounded on a micro-economic hypothesis,” one is at a loss to find another 
that is.° A serious omission occurred in the original paper in not having pointed 
out profits as a major source of supply of capital for investment’ which would 
further reinforce the desirability of introducing profits as an independent 
variable in the function. The authors may perhaps be excused for their “dis- 
missal” of the “so-called ‘acceleration principle,” as any statistical attempt 
to find the “acceleration principle” in a rigid, quantitative form, not neces- 
sarily linear and for whatever time-unit (annual, quarterly, etc.), is a dead 
animal unworthy of revival. On the other hand, the level of output must have 
influences on the demand for investment as a result of a host of reasons,® of 
which the “acceleration principle” is but one underlying consideration. It is 
of course extremely difficult to determine on a priori grounds the net result of 

* Equation (1) represents of course an empirical attempt to see whether “money illusion” 
existed. 

*The “money income illusion” is of the “irrational” type, as a proportional fall in both 
income and price will leave real income unchanged but will increase the real value of 
money holdings. 

* Bator also criticizes our investment function on the ground that we failed to “assign 
a role to expectations (directly, or via lags, rates of change, etc., indirectly).” One has yet 
to invent a method by which expectations can be included in a statistical function directly. 


Indirectly speaking, it is not necessarily true that expectations must be associated with 
lags or rates of change. Expectations can be formed on the basis of current values alone. 

*See the discussion of this point in S. C. Tsiang, “Accelerator, Theory of the Firm and 
the Business Cycle,” Quart. Jour. Econ. (Aug. 1951). 


* Tsiang, ibid.. especially pp. 327-31. 
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these influences on investment, especially aggregate investment. Under such 
circumstances, it is almost inevitable that one would choose the gross product 
as an independent variable in the function in order to reflect the influences of 
the level of output on investment.® In any case it does not seem justified to 
say that a relationship between investment on the one hand and the gross 
product and profits on the other is in the nature of what Bator called “the 
Baconian” inductive-statistical approach: i.e., “running correlations between 
aggregate magnitudes with no attempt at a theoretical foundation, looking for 
higher and higher correlation coefficients.”"° The relatively large standard 
error of the profit term merely shows that the influence of profits on invest- 
ment cannot be clearly segregated by statistical devices from those of the gross 
product; however, it does not prove the theoretical irrelevance of either the 
gross product or profits as an explanatory variable for investment. 

Space does not permit detailed discussion of the many other interesting 
points raised in Bator’s comment; however, the reply to some of them is 
already implied in the above discussion. The rest are essentially of the follow- 
ing kinds: a recapi‘ulation of those desirable undertakings which we said we 
were not in a position to do’' and a summary of the limitations explicitly 
enumerated in the original paper.’* Since these re-enumerations help to empha- 
size the professed narrow scope and the highly tentative nature of the paper, 
they are entirely welcome. 

Ta-Cnunc Liv and Cuinc-Gwan CHANG* 


* Even in purely theoretical analysis without any attempt at statistical verification, the 
absolute level of income (or that of consumption) is included as an independent variable 
in the investment function. For outstanding examples, see O. Lange, “The Optimum 
Propensity to Consume and the Rate of Interest,” Economica, February 1938, and J. R. Hicks, 
“Mr. Keynes and the Classics: a Suggested Interpretation,’ Econometrica, April 1937. 
It is of interest to observe that A. Smithies introduced income as an independent variable 
in his investment function even after the rate of change of income had been included. See 
his “Period Analysis and Equilibrium Analysis,” Econometrica, January 1947. 

* Bacon himself would have objected to such a use of his name. 

"For example, our failure to use quarterly data on account of the difficulty of applying 
the existing statistical technique to them, and the absence of explanation for the variation 
in profits. In so far as the use of the gross product instead of disposable income in the 
consumption function is concerned, it is a fact that the postwar relationship between these 
two variables was almost exactly the same as the prewar one. One merely has to substitute 
this relationship into the consumption function to obtain the relation between consumption 
and disposable income. (It should be noted that prediction is admittedly not a purpose of 
the original paper.) Bator also questioned the advantage of using the gross product from 
the computation point of view. The computation of the model given in the appendix is 
greatly simplified by the use of the gross product, because the introduction of disposable 
income would give rise to a problem of “identification” which can be solved only by the 
laborious process involved in the solution of a certain characteristic equation. It further 
simplified the computation of the consumption function in the text because the variance 
and covariance matrix of Y and C had already been computed in connection with the 
model in the appendix which was worked out first. 


* Such as those given in connection with the application of the system. 


*The authors are economists of the International Monetary Fund. T. C. Liu is also 
visiting lecturer in statistics at the Johns Hopkins University. 
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Price Leadership—A Reply to Mr. Oxenfeldt 


In a recent issue of this Review Professor Oxenfeldt challenged the cor- 
rectness of some conclusions I reached in an earlier article on the nature and 
significance of price leadership.’ In his discussion he raised several questions 
that are highly relevant to the problem of framing public policy toward price 
leadership as an industrial practice and pointed out some of the limitations 
to my conclusions. His comment therefore serves as another reminder (one 
also appears in my own article at page 900) to the reader that we need a 
larger number of case studies before the stochastic laws governing the rela- 
tionships among rivals in oligopolistic industries can be accurately determined. 

My investigation (based upon all the published industry studies I could 
find) led to the following conclusions (paraphrased): (1) Dominant firm price 
leadership is essentially a problem in monopoly rather than oligopolistic ra- 
tionalization. (2) The more common variety of barometric firm price leader- 
ship, in the absence of supporting arrangements such as zone pricing and 
basing point arrangements, etc., does not appear to depart seriously from com-- 
petitive pricing. And (3) extreme forms of barometric price leadership, which 
might also be viewed as price leadership in lieu of an overt agreement, can 
effectively circumvent competitive forces only when five specific conditions are 
fulfilled. These three conclusions led in turn to a proposal that public policy 
be directed against the more tangible supports to price leadership rather than 
against price leadership as such. 

With regard to extreme barometric price leadership Oxenfeldt asserts that 
only one of my five specific conditions is essential—the existence of oligopoly 
(p. 382). He argues that restricted entry, reasonably similar costs among 
firms, and a market demand curve not greatly exceeding unity, three of my 
five prerequisites, are not necessary. A fourth—that each producer must view 
his output as an extremely close substitute for outputs of his rivals—Oxen- 
feldt accepts in substance but feels that my examples “suggest that [I] ex- 
aggerate the need for product similarity” (p. 382}. Since on this point we are 
in substantial agreement, I shall limit my discussion to the remaining three. 

He rejects restrictions to entry as a prerequisite on the grounds that new 
entrants only “limit the gains to firms that are party to such an arrangement” 
and might have no effect on prices (p. 382) (italics supplied). It is true 
that my discussion did not provide for this contingency, but I am not 
convinced that it provides adequate grounds for playing down the importance 
of entry restrictions. 

He rejects reasonably similar cost conditions because it “seems unnecessary 
analytically and also inconsistant with one of the most notorious cases [the 
United States Steel Corporation] of price leadership” (p. 383). Why it is 


*A. R. Oxenfeldt, “Professor Markham on Price Leadership: Some Unanswered 
Questions,” Am. Econ. Rev., June 1952, XLII, 380-84. His comment was prompted by my 
article, “The Nature and Significance of Price Leadership,” ibid., Dec. 1951, XLI, 891-905. 
Except where reference to my own article is obvious, all page citations are to Oxenfeldt’s 
comment. 
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unnecessary analytically is not explained. Also, before the steel industry can 
be used as factual grounds for dismissing reasonably similar costs as a pre- 
requisite, it must first be demonstrated (1) that U. S. Steel, over the period its 
price leadership was effective, was a high cost producer; (2) that effective 
price leadership did not stem from U. S. Steel’s dominant firm position 
(thereby appropriately assigning steel to the barometric firm discussion) ; and 
(3) that effective price leadership was not dependent upon any supporting 
price arrangements among steel producers. This I submit is a formidable task 
in view of the historical size of U. S. Steel and a half-century of basing point 
pricing.” 

Similarly, Oxenfeldt argues that an elasticity of market demand not greatly 
above unity seems an unnecessary prerequisite for effective price leadership. 
He correctly states that the main point of my argument is that near-substi- 
tutes set an upper limit beyond which the price leader cannot carry price. I 
agree with him that effective price leadership could still raise price to the 
point where near-substitutes prevented further price increases. I also concede 
that without price leadership prices might be lower—whether far lower (as he 
suggests) or not, would depend on the “closeness” of the substitutes, and in 
turn, among other things, on the elasticity of market demand. 

The difference between Oxenfeldt’s position and my own on the matter 
of prerequisites, however, is principally a matter of degree, and not wholly 
beyond reconciliation. He himself concedes that four of the market features 
I list as prerequisites might appropriately be considered “factors conducive to 
price leadership” (p. 382). I do believe it necessary, however, to correct what 
appears to me to be a rather arbitrary construction he places upon two of 
my conclusions. According to him, I concluded that “barometric price leader- 
ship gives the same results as competition” (p. 384). What I in fact said was 
as follows: “Except for the type of price leadership discussed below [price 
leadership in lieu of an overt agreement] the evidence suggests that the power 
of the price leader to preserve price discipline derives less from his ostensible 
status as the barometric firm than from the more overt arrangements which 
support it. Where such supporting arrangements are not found, the barometric 
firm seems to do little more than respond to forces of competition” (p. 901). 

Also, according to Oxenfeldt, I concluded that “. . . if perchance a dominant 
firm is an effective price leader, one need only wait a little while and new 


?We may concede that U. S. Steel was a high cost producer over the time period in 
question without appreciably lessening the task. However, the testimony before the Cellar 
Committee, to which Oxenfeldt refers, shows less conclusively that U. S. Steel was a higher 
cost producer than its rivals than that U. S. Steel was not as efficient as it might have 
been. The testimony, based on the 200-volume Ford, Bacon, and Davis Report (not yet 
made public), shows that U. S. Steel’s cost accounting system was highly inadequate, its 
plants (and some of its management) obsolete, and that U. S. Steel had lost ground to its 
rivals by failing to adapt its production to the newer steel using industries. A more recent 
treatment of the steel industry, however, shows that before World War II, the Tennessee 
Coal, Iron and Railroad Company, a subsidiary of U. S. Steel, was probably the lowest 
cost steel producer in the United States. See a forthcoming study by George W. Stocking, 
Basing Point Pricing and the South. 
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firms will emerge to end its dominance” (p. 384). What I in fact said was, 
“Price leadership in a dominant firm market is not simply a modus operandi 
designed to circumvent price competition among rival sellers but is instead an 
inevitable consequence of the industry’s structure. Hence, the only obviously 
effective remedy for such monopoly pricing is to . . . dissolve, if economically 
and politically feasible, the dominant firm” (p. 895). I then cautioned that 
public policy should hardly be directed toward this end before the foundations 
of the dominant firm’s existence had been thoroughly examined, pointing out 
that entry of new firms had frequently reduced the monopoly power of initial 
dominant firms as effectively as public policy measures could have been ex- 
pected to do so. I then cited four industries in which this had been the case, 
and two in which it had not. 


Jesse W. MarKHAM* 


*The author is associate professor of economics at Vanderbilt University. 


BOOK REVIEWS 
Economic Theory; General Economics 


Wirtschaftlichkeitsrechnung. By Ericu ScHNEIDER. (Bern: A. Francke. Tii- 
bingen: J. C. B. Mohr (Paul Siebeck). 1951. Pp. viii, 156, DM 10.80.) 

This book is essentially a German version of the author’s Juvestering og 
Rente (Investment and Interest), published in Danish in 1944, and is one 
of the series of “Hand- und Lehrbiicher aus dem Gebiet der Sozialwissenschaf- 
ten,” edited by Edgar Salin and Arthur Spiethoff. 

Dr. Schneider first defines the “internal rate of interest,” which is Keynes’ 
efficiency of capital, and the “capital value” of an investment, which is 
Irving Fisher’s “present value.”? He then describes alternative methods by 
which the investor, once he has estimated the outlays and receipts attached to 
an investment and determined a “calculation rate of interest,” can compute 
its profitability, and compare it with other opportunities. The methods, each 
of which gives the same result, so that choice is a matter of convenience, are: 
(1) the discount method, by which capital values are determined; (2) the 
internal rate of interest, or “difference” method, which involves comparison 
of the internal rate of interest of the differences in the outlays and receipts 
series of alternative investments with the calculation rate; and (3) the “annu- 
ity method,” wherein the series are reduced to uniform averages. If an infinite 
number of investments, which vary continuously according to “one or more 
variable magnitudes” is available, the investor maximizes capital value by 
equating the marginal internal rate of interest with the calculation rate. 
This is possible if within the range of choice the internal rate is falling (p. 51). 

Schneider thus explains, with formulae and practical examples, the applica- 
tion of the “‘modern theory of investment” to problems of investment choice, 
replacement dates,? evaluation of existing equipment, and optimum sizes of 
installations and inventory purchases. This explanation is developed most 
carefully and with admirable clarity. 

In his final chapter and in scattered sections in the earlier chapters, the 
author discusses in rather summary fashion problems relating to the deter- 
mination of the values which enter into the calculation, and the relative sig- 
nificance of economic calculation among the several determinants of entrepre- 
neurial decisions. 

The calculation rate of interest is “in all cases a subjectively determined 
magnitude” (p. 67). If an investment is self-financed, the rate will “in 
general” be that rate “which is viewed as normal” in the particular industry 
(ibid.). But if borrowed capital is used, the rate will “obviously ... be greater 
than the rate of interest which the investor pays...” (p. 66). The magnitude 
of the difference depends, according to the author, on what internal rate the 


* The Theory of Interest (New York, 1930), p. 152. 
? Much of the material relating to this problem was published in the Weltwirtschaftliches 
Archiv (1942), LV, 90 ff. 


156 THE AMERICAN ECONOMIC REVIEW 


investor “wishes to realize” and the risk involved in the investment (pp. 
66-67). This is confusing. The internal rate is the rate of discount which 
equates anticipated receipts with anticipated outlays, that is, what the in- 
vestor expects or hopes, not what he might wish to achieve. The calculation 
rate, on the other hand, is a magnitude which the investor views as “suitable” 
(angemessen) (p. 22); but the author expressly warns (p. 128, footnote 1) 
against the “understandable” tendency of investors to use “too high” a 
calculation rate as a “safety valve.” 

Considerations of financing an investment can influence calculations only 
through their effects on the size of the calculation rate and—though they may 
force abandonment of an investment—are to be sharply separated from the 
calculation itself. Comparison, however, of options on the basis of calculations 
is valid, the author warns, only if choice of a more costly investment does not 
force the investor to forgo a profitable third investment. 

Additional influences affecting investment decisions. are the “imponderables” 
and uncertainty. Allowance for uncertainty by overly conservative estimates, 
Schneider says (in the cited footnote), “consciously” falsifies the results of 
calculations. Alternative investments must therefore be weighed, after cal- 
culations, in the light of their varying degrees of uncertainty. With respect to 
a single investment, differing degrees of uncertainty attached to different 
factors require calculations on the basis of “various thinkable assumptions” 
(p. 127). The investor, I think, might here be better advised to use Schneider’s 
interesting concept (pp. 62-66) of the “critical value” of a factor, that is, 
the value at which, ceteris paribus, the capital values (profitabilities) of 
alternatives are equal. Having determined the critical value, the investor 
could consider whether the probable value would be greater or smaller than 
the critical value. 

The author is a doughty champion of the methods he so ably develops. 
The imponderables, he admits, “in most cases . . . are the really decisive 
factors” (p. 129). Nonetheless “nothing would be more mistaken” than to 
conclude that “the actual calculation plays only a subordinate réle . . . without 
calculation a rational decision is an impossibility” (p. 132). 

The book is thus both an appeal for economic calculation and a valuable 
manual for its use. Though intended apparently primarily for practical use, 
the author’s skillful “coordination” of the quantitative criteria of individual 
entrepreneurial decisions with “modern theory” is of definite theoretical in- 
terest. 

For American use, one correction may be required. Schneider points out 
(pp. 95-96) the complete irrelevance of remaining book value in the deter- 
mination of optimum replacement dates. This may be correct for Germany 
and Denmark. But in the United States the (present) capital value of the 
reduction in profit tax is greater if the remaining book value is used at once 
as a loss than if it is amortized in later years. Thus the fact of unamortized 
book value shifts Schneider’s optimum replacement dates (pp. 81 ff.) forward. 

C. W. ErroyMson 

Butler University 
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Economie in Zestien Bladzijden of Inleiding tot de Analytische Economie. 
By I. J. Goupriaan. (Amsterdam: De Bussy. 1952. Pp. xxi, 249.) 

Professor Goudriaan is an economist from the Netherlands, where he 
occupied various leading positions in industry and taught at the Institute 
of Technology in Delft. Recently he emigrated to South Africa and is now 
at the University of Pretoria. This book is intended to prove an earlier 
statement of his contending that “all really exact scientific truth in economics 
could be summarized in a little book of perhaps twelve or sixteen pages.” At 
first sight there is a considerable discrepancy between the title of this volume 
(Economics in Sixteen Pages) and its actual size, but the title is justified by a 
first part which does outline the author’s views in sixteen pages of small 
type, the remainder consisting of comments and elaborations. 

The choice of subjects, and indeed the whole project, is indicative of a 
highly personal opinion as to the contents of economics. There are few 
references to economic theory in the narrow sense; modern price theory 
with its many ramifications is completely ignored. This is a consequence of 
the author’s opposition to determinism and his emphasis on what he calls 
“indeterminate quantities,” such as supply and demand on a market where 
speculation is dominant. He believes that economic analysis, if it is to have 
practical relevance, should be based on the following three axioms: 

1. An action of one person, who is not bound by tradition or external 
compulsion, is indeterminate. 

2. The aggregate of the actions of a number of persons who react inde- 
pendently is a stochastic variable which approaches determinateness as their 
number increases. 

3. The aggregate of the actions of a number of persons each of whom is 
to an important extent conscious of the actions of many of the others is 
indeterminate, no matter how big that number is. 

What is left of economics under these restrictions is a system of macro- 
economic equations which are made meaningful by a division into sectors and 
various other assumptions which are claimed to be valid empirically. At this 
stage readers may well feel that they have to take a great deal on trust and 
that the author’s assertions might with advantage have been supported by 
more detailed econometric investigations. However this may be, the model 
presented is of considerable interest and fits to some extent in the recent 
work in economic dynamics by Hicks, Harrod, Goodwin and others. Three 
sectors are distinguished, corresponding roughly to raw materials (quantity 
determinate, price indeterminate), heavy industry (both price and quantity 
indeterminate), branded and retail goods and services (both price and 
quantity determinate). The model contains a multiplier, an accelerator and 
autonomous investment, but the definitions are sometimes rather unusual. 
Much attention is paid to capacity limits as a source of instability. In 
accordance with the author’s methodological views the model is not complete; 
its parameters are subject to shifts and there is no necessary sequence of 
upturn and downturn. 

In a system of this kind there is evidently great scope for government 
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intervention to increase stability by making the indeterminate quantities 
more determinate. As regards the prices of raw materials, Goudriaan’s 
solution is a commodity currency, as advocated in the United States by 
Benjamin Graham. Goudriaan’s advocacy of this scheme preceded Graham’s 
book by several years, however; one may indeed surmise that the present 
work was developed originally as a rationalization of his views on monetary 
policy, which is not of course a reflection on its merits. There is an interesting 
discussion of the composition and operation of a commodity reserve. 

In order to stabilize the heavy industry sector the author proposes a 
system of deferred investment projects, calculated at a discount compared to 
the price for immediate execution. There would be a pool of such projects 
for each branch of industry and those who accept a contract would have to 
start work at the option of the principal. The difficulties in such a scheme 
are obvious and unfortunately the author’s exposition is too brief to be 
convincing. 

Economics in Sixteen Pages abounds in brilliant suggestions and persuasive 
arguments, and many of its ideas deserve to reach a wider audience than 
that to which it is now available. Its methodological claims are perhaps too 
much at variance with recent developments to be taken altogether seriously, 
especially as the author does not seem to be familiar with the present state of 
our science outside his chosen field of macro-economics. Neither this nor the 
somewhat bellicose tone in which the book is written should deter us from 
appreciating its real contribution to our knowledge of the economy. 

H. S. HouTHAKKER 

Cowles Commission for Research in Economics 

University of Chicago 


Het Systeem van de Marktvormen (The System of Market Types). By F. J. 
DE Jone. (Leiden: H. E. Stenfert Kroese N. V. 1951. Pp. x, 214. f 14.00.) 


According to Professor de Jong, the development of price theory is currently 
hampered by the absence of a clearly defined and universally accepted system 
of market models or types. He states that this obstacle was nonexistent prior 
to about 1930 because for the most part price theory was formulated under the 
assumption of “homeopolyopolie/homeopolyopsonie (plus free entry plus a 
nonregulated market).” 

This convenient though primitive state of affairs was rudely disturbed in 
the early ‘thirties when, building on the foundations provided by Sraffa, Mrs. 
Robinson, Chamberlin, and von Stackelberg made their well-known contribu- 
tions. De Jong notes that neither Chamberlin nor Mrs. Robinson formulated 
a clear-cut system of market types. Von Stackelberg did, but used only one 
criterion—-the number of participants in the market. 

Unfortunate as this was, from de Jong’s viewpoint, these three authors 
made matters worse (though certainly not deliberately) by each devising a 
nomenclature for market types that is in some respects different from that 
of the other two. De Jong characterizes the resulting terminological chaos 
as similar to the language difficulties that plagued the tower of Babel. 
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Praising Triffin’s attempt to provide a standard terminology, de Jong proceeds 
to examine it critically and then proposes a system or, more precisely, a matrix 
of market types that he hopes will win universal acceptance. 

Het Systeem van de Marktvormen begins with a description of pre-Triffin 
struggles to define clearly market types other than homeopolyopolie/homeo- 
polyopsonie. This survey of the literature—a not unusual part of many conti- 
nental European books in economics, no matter what the particular subject— 
assures the reader that the author has studied his antecedents. However, in 
this instance it is not merely a display of academic erudition. It provides a 
background that clearly illustrates some of the difficulties encountered by 
those who have grappled with the problem of classifying market types. 
Further, it enables de Jong to dispose of certain definitional matters and to set 
the stage for his analysis of the criteria to be employed in distinguishing 
various types of markets. 

The first criterion “the eventual homogeneity of market and commodity,” 
—is based upon the absolute value of the cross elasticity of demand for the 
product of a seller, assuming a fall in his price relative to that of his com- 
petitors. If this cross elasticity is very large (approaching infinity) for every 
seller vis-A-vis his competitors, homeopoly exists. If this elasticity is 0, 
heremopoly (isolated product) prevails. And if the cross elasticity is greater 
than 0 but less than infinity, heteropoly characterizes the market. 

The second criterion, “the number of sellers,’”’ also utilizes the cross elas- 
ticity of demand coefficient but in this case the supply price of the individual 
seller is assumed to rise relative to that of all other sellers. Assuming homeo- 
poly, for example, the individual seller is a homeoligopolist if the appropriate 
coefficient of the cross elasticity of demand is greater than 0. This indicates 
that other sellers will gain an appreciable increase in quantity demanded at 
their price. If the individual seller is a homeopolypolist, then the coefficient 
will be very nearly equal to 0, indicating that the other sellers will gain almost 
nothing in quantity demanded at their price. The second criterion enables de 
Jong to formulate five types of relationships between sellers. They are mo- 
nopoly and polypolie, and three kinds of oligopoly—symmetric, asymmetric, 
and mixed. 

By combining the classifications obtained under each of the criteria, nine 
market types emerge. Since the same types are applicable to both the buyers’ 
and sellers’ side of the market, there are eighty-one possible market types. 

Next, de Jong compares his system with others, making an especially 
elaborate comparison with Fellner’s. He also shows how simple it is to find 
equivalents in his matrix for the diverse terminology in use today. 

He then goes on to indicate the relation of his market types to reality, 
concluding that asymmetric and mixed heteroligopoly are characteristic of 
the markets for industrial products and that agricultural products are some- 
times sold in markets very nearly approaching homeopolypolie/homeoliogop- 
sony. In any event, homeopolypolie can more frequently be used as a starting 
point for an analysis of agricultural markets while in the industrial markets 
heteroligopoly appears to be generally applicable. 

De Jong inquires whether it is necessary to alter his market types if 
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changes occur in the conditions of entry or if government regulates the 
markets. He observes that “. . . the kinds of entry and the question of market 
regulation do not change the market types themselves but do change operations 
within them.” Entry, market regulation, and market type are the three 
“objective circumstances” (given conditions) under which the exchanges take 
place in the market. 

Viewed in the light of the author’s objectives, Het Systeem van de Markt- 
vormen is a success. Yet the reviewer was left with a vague feeling of dis- 
content. Perhaps this was attributable to a prejudice against a taxonomic 
endeavor based upon dissatisfaction with other classificatory systems rather 
than upon the development ef a theory that clearly demonstrates the relevance 
of the market types constructed. 

Still, by providing a standard terminology and a system of precisely 
defined market types de Jong may well have contributed importantly to the 
advancement of price theory. Attempts to construct theories under his defini- 
tions may be successful. If not, they may lead to a reformulation of market 
types based upon other criteria. In either event, economics will gain. 

Wytze Gorter 


University of California, Los Angeles 


A Survey of Contemporary Economics. Volume II. Edited by BERNarp F. 
Harey. (Homewood, IIl.: Richard D. Irwin, for the American Economic 
Association. 1952. Pp. ix, 474. $5.00.) 


The first volume of A Survey of Contemporary Economics has made for 
itself an indispensable place in every economist’s library. The second volume 
treats fields which were neglected in the first volume and, by adding to the 
completeness of the coverage, more than doubled the usefulness of the whole 
undertaking. Economic literature has become so specialized that the expert 
in one field will welcome a concise and intelligent survey of what has been 
going on in other fields. The second volume shows at least the same care in 
the selection of authors and critics and the same high scientific standards of 
the contributions as the first volume. 

The coverage is still not quite complete. The editor mentions in the preface 
location theory and social security as examples of fields which are not covered. 
One might also ask why agriculture is treated as a separate field but not such 
other specific areas of economic activity as mining, manufacturing industry, 
construction, transportation, services, distribution, etc. I do not suggest that 
all these fields should have been covered—certainly not within the two vol- 
umes—but it might have helped the reader if the preface had given him some 
rationale of the selection. Perhaps there is room for a third volume. 

The second volume again presents a systematic and balanced review of 
recent literature in the fields that are covered. Beyond that, the authors 
appraise the accomplishments, point at weak spots and gaps in the research 
work and identify directions in which further work would be most important. 
The authors were asked to present a review of and not an original treatise in 


; 
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the field. The editor states in the preface that the authors, “perhaps with one 
exception,” have exercised the requested self-restraint. He did not name the 
possible exception and thus the reader is left with the teasing task of guessing 
which contributor the editor had in mind. 

Even though no prize is offered in this quiz, the reviewer is rash enough to 
volunteer a guess. He would name Baran’s article on “National Economic 
Planning” as the possible exception to which the editor alluded. Baran’s is a 
provocative essay but not a balanced review of the literature in the field. The 
author cannot do justice to “Planning under Advanced Capitalism” (and that 
includes full employment and economic stabilization policy) because he be- 
lieves that the most promising methods of a full employment policy are 
incompatible with the controlling interests in capitalistic society. This thesis 
follows from an extremely narrow theory of class interests and the state. 
Baran seems to reach the conclusion that a government that tackles the 
problem of instability under capitalistic institutions is bound either to com- 
promise its objectives or to become fascist. Thus, besides fascism, socialism 
is the only realistic alternative to large-scale unemployment. For empirical 
proof, Germany is cited as a case in which “big business dominated the 
policies of the . . . fascist state.” Even though the author claims that this 
is one of the few matters of “general consensus” among the observers, I 
question both the alleged fact and the logic of the argument. I find it 
useful for the reader to become acquainted with this very significant inver- 
sion of the “road to serfdom” argument but I cannot recognize this essay 
as a balanced appraisal of the work done in this most crucial area of 
economics. 

The two official critics of Baran’s essay, J. K. Galbraith and Adolph Lowe, 
express their uneasiness about some of these conclusions. What is called for 
in this case, however, are not a few polite paragraphs combining praise with 
some disagreement, but a full-length exposition of an open-minded approach to 
the theoretical and practical work done in the field of employment and stabili- 
zation policy.? 

I have singled out Baran’s article because it is one of the most interesting 
contributions, but, at the same time, the only piece in the volume which fails 
to give the reader a balanced survey of the contemporary work. In some other 
cases, gaps in the treatment by the authors are brought to the readers’ 
attention by the critics. 

The reviewer is tempted also to single out some of the essays for special 
praise. Certain articles are outstanding in judicious selection and readable 
presentation of the work done in complex fields. Emphasizing that this is a 
subjective judgment, I would like to mention Moses Abramovitz’s “Economics 
of Growth” and Ruth Mack’s “Economics of Consumption” as particularly 
useful contributions. 


*William Fellner’s article on Employment Theory and Arthur Smithies’ article on 
Federal Budgeting and Fiscal Policy in Volume I contribute to the topic but do not 
focus on stabilization policies. 
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Yet there is still another thought that is haunting this reviewer. The 
book is written by economists for economists who want to inform themselves 
of what is going on in a field in which they have not specialized. This it does 
in a wholly satisfactory manner. But what if, by some mishap, the book 
should fall into the hands of a physicist, or a business man, or a trade union 
official, or just some layman who is concerned about the economic problems of 
modern society and who wants to learn about the contribution economics is 
making to their solution? I am afraid these laymen would not gain the impres- 
sion that economics is making a very constructive contribution to the problems 
of our time. 

Is this a criticism of editor and authors or does the volume correctly reflect 
an unfortunate state of our science? Could we say that the editors of both 
volumes have defined economics too narrowly, i.e., as what may be called 
“academic” economics, and have neglected some relevant developments which 
have taken place outside “academic” economics? Of course, the academic 
teacher is supposed to be familiar with the research work done by workers 
outside as well as inside academic institutions. In addition, of the authors 
and critics who contributed to the volume, almost one-half are, or were, 
associated with a research organization (the National Bureau is particularly 
well represented) or with some government research work. Furthermore, the 
editor made a very commendable effort to have the writers review the methods 
actually used in economic research. Richard Ruggles’ “Methodological De- 
velopments” offers a good appraisal of the value of the mathematical and 
econometric method and the usefulness of social accounting. Yet only a very 
few paragraphs are devoted to a review of the way in which these and other 
methods are actually used by those who are struggling for solutions of the 
many urgent economic problems. It would have been of interest if Ruggles 
had given us a survey of the methods through which economics responded 
to the various problems with which it was confronted in recent times and 
which it was not adequately equipped to handle. 

Government has been faced with new responsibilities for economic stabili- 
zation, and it would be of interest to appraise the methods of research used 
in discharge of their functions by such government agencies as the Council 
of Economic Advisers and the staff of the Joint Committee on the Economic 
Report.? Economists confronted with testing the feasibility of mobilization 
plans or with strategic target analysis have had to develop new research 
methods. Government officials concerned with the development of public 
enterprises, such as water development projects, have been looking for stand- 
ards and criteria for the selection and determination of government programs. 
Large corporations have felt the need to embark on long-range investment 
planning and have turned to economists for developing appropriate analytical 
methods. International organizations have been concerned with judging, for 
instance, the international distribution of the defense burden (North Atlantic 


*The work of the Council is mentioned incidentally in one footnote of the text. Irre- 
spective of whether or not one agrees with the work of these agencies, I feel that an 
appraisal of the research methods they have developed belongs in a Survey of Contempo- 
rary Economics. 
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Treaty Organization) and with other problems of resource allocation which 
have raised very fundamental questions. 

Perhaps some of the methods actually used fall under the verdict of Stigler, 
quoted by Ruggles, that the recent past was a period “of clever gadget and the 
plausible surmise—the age of the easy answer.” Whatever the value of the 
methods used, they belong to contemporary economics at least as much as 
the methods used in learned debates. 

The development of a science always must be understood in terms of the 
stimuli operating in two different directions. There is first the “academic” level 
of science itself. Existing theories are re-examined by each new generation 
of students; some theories are found defective and improved or supplanted 
by other theories. That is “orderly” scientific progress. There are, however, 
also the impulses coming from historical events which cannot be adequately 
tackled with the analytical tools developed in the past. When the basic 
assumptions on which former theories were built are no longer valid, new 
approaches must be developed, so to speak, on the spot. One may debate 
whether the science of economics has or has not responded well to the great 
challenge of our time. One may debate whether the methods developed “‘on the 
spot” are really new or are adaptations of conventional tools, or are only props 
used by “fake” economists. In any case, this survey of contemporary eco- 
nomics does not convey to the reader the dramatic fact that economics today 
is tested on many fronts and that the tools of economic analysis are built or 
rebuilt as they are used or, possibly in some cases, misused. 

Also, under the subject of Welfare Economics, there is a great discrepancy 
between the “academic” discussion and what I may call welfare economics 
“in action.” Boulding’s survey of the “academic” discussion is in itself a gem 
of clear and incisive presentation of a highly abstract and complex topic. His 
conclusion that welfare economics as a field of economics is bound to founder 
and must be replaced by a broader approach of social and economic ethics is 
impregnable. When he comes to discuss the contribution of welfare economics 
to economic policy he winds up with the understatement that “the record is 
not too encouraging.” Some readers may be reminded of the parable of the 
medical authorities who, when called upon for help in an epidemic, began their 
work by debating the question as to how they could decide whether the life of 
the diseased was worth saving. 

In the work of economics, it is often necessary to proceed on the basis of 
working hypotheses. The economist has constantly to relate his work to some, 
perhaps only vaguely defined, system of values as it grows out of the society 
and the time in which he lives. When decisions are to be made on allocation 
of scarce resources, when standards are developed for health or education, 
when judgments are made about the degree of freedom and control which 
appears tolerable—in all these cases, the economist is called upon to provide 
some basis for the aid of those who have to make the decisions. There is, I am 
sure, some relationship between this welfare economics in action and the 
welfare economics in the academic definition of the term. I think that in a 
Survey of Contemporary Economics it would have been of interest if the more 
abstract treatment had been related to these working hypotheses of welfare 
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economics. In this perspective the record might not have appeared quite as 
discouraging as stated by Boulding. 

Both Ruggles and Boulding are certainly aware of the methods and the 
working hypotheses that must be used by the economists on the firing line 
but somehow or other the authors of this volume apparently felt that they 
should stay in the rarefied atmosphere of academic economics and not let the 
reader come too close to the smell of blood and sweat emanating from the 
battlefront. But I wish to emphasize again that the volume is extremely 
successful in reviewing the state of economics as it is usually defined. 

GERHARD CoLM 

Washington, D.C. 


Vollbeschajtigung Inflation und Planwirtschajt. By A. AMONN, L. BaupIN, 
C. H. S. Extis, W. Eucken, F. A. Hayek, J. 
Jewkes, C. Iversen, F. A. Lutz, W Roépxe, and J. Viner. (Erlenbach- 
Zurich: Eugen Rentsch. 1951. Pp. 361. Sw.fr. or DM 15.50.) 


The passing of fifteen years since the publication of Keynes’ General 
Theory should be enough, especially in our rapidly moving age, to provide 
the perspective necessary for an objective appraisal of Keynes’ influence on 
economic policy. The desirability of having such an appraisal needs no 
stressing. Keynes had a profound influence on wartime and postwar economic 
policies in many countries; and in the course of applying these policies many 
difficulties were encountered, mistakes committed, and unexpected and un- 
desired consequences brought about. A critical appraisal of this experience, 
a comparison of it with the experience of countries that employed more 
orthodox policies, and a modification, in the light of all this, of our principles 
of economic policy—this is the task undertaken in the book under review. 

The eleven authors, whose essays constitute the book, represent seven 
countries, of which three were and four were not influenced in their postwar 
economic policies by Keynes’ teaching. The group, which contains many 
distinguished names from both sides of the Atlantic, was in an exceptionally 
favorable position for an appraisal of Keynes’ influence. Indeed, many of the 
papers give accounts of postwar economic policies and specific aspects of 
such policies; and most of the papers, considered by themselves, are im- 
portant, interesting, and well worth reading. But judged as a whole, the 
book fails, and fails fairly completely, to accomplish what it professedly set 
out to do. 

For this there are a variety of reasons, the most important of which is the 
principle on which the contributors were selected. Every book must have some 
unifying principle; and this book has neither the unity of the Festschrift, 
whose authors have a great teacher and his influence in common, nor that 
of the books made familiar to us by the able editorship of Seymour Harris, 
in which different authors discuss the same subject in its different aspects or 
from different points of view. The publisher’s announcement that the book 
deals with Keynes’ doctrines is somewhat misleading—a fact which this 
reviewer first suspected when he saw in the index the names of Lycurgus and 
Lysenko and found Senator Paul Douglas rubbing shoulders with Diocletian 
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and (thanks to German spelling) Dschingis Khan. Indeed, three articles 
(Baudin, Jewkes, and practically all of Eucken) are concerned solely with 
planning and its evils (hence Genghis Khan); and their only connection 
with Keynes is that according to some of the contributors full-fledged 
planning is the inevitable consequence of Keynesian employment policy. 

The bond that holds the book together is that all its authors are concerned 
with some form of economic policy, and that each author is against whichever 
form of economic policy he is discussing. This is a very loose unifying principle 
and—to judge by the evidence of this volume—a very unsatisfactory one. 
To begin with, the negative attitude of all the authors is likely to arouse the 
reader’s suspicion that the book is biased; and this suspicion may well keep 
from reading it all but those who share its opinions to begin with. Secondly, 
dealing with several vast subjects, the book inevitably spreads itself thin; and, 
with the editors’ dislike of planning apparently extended even to the coordina- 
tion of the different contributions, there is much repetition and overlapping, 

hich make the substance of the book even thinner. Statements of opinion 
abound and are too often repeated, while arguments to substantiate them are 
few and far between. Thirdly, with contributors chosen for their uniformly 
negative attitude toward different economic policies, the reader is almost 
certain to impute to them a negative attitude towards all economic policies 
and an altogether greater uniformity of opinions and attitudes than is, in fact, 
justified. Readers will gain a false impression of the opinions of some of the 
authors—an especially unfortunate result, because a subsidiary aim of the 
book is to acquaint Swiss and German readers with the opinions of foreign 
economists.? Also, a few of the authors betray bias by making extreme or 
emotionally charged statements; and readers may well impute this bias 
indiscriminately to all the authors. 

Let me quote two of the statements I have in mind. (1) The introduction 
has this to say about the United Nations report on National and International 
Measures for Full Employment: “We have lived to see Keynesianism driven to 
its logical extreme in the form of an official document which advocates, in all 
seriousness, the international application of Hitlerite economic methods for 
the safeguarding of the free world. It is no exaggeration to regard the U.N. 
report as the advocacy of an international program for safeguarding freedom 
by means of unlimited coercion by the state” (p.15). (2) In an article tracing 
the historical origins and causes of economic planning, Baudin cites as an 
important cause, “man’s excessive pride. The individual is no longer content 
with his having gained far-reaching mastery over the forces of nature; drunk 
with power,” he believes that he can also overcome the natural laws [of the 


*To give an example, in this volume Jewkes castigates the pricing policy of Britain’s 
nationalized industries and generally makes clear that he is no friend of economic plan- 
ning. Yet, he is far from being an anti-Keynesian. In fact, on the basis of the relevant 
parts of his Ordeal by Planning, he might be labelled a Keynesian by some of the other 
contributors to this volume. Those, however, who make his acquaintance through this 
volume would never suspect this—as indeed they might never suspect the existence of 
economists devoted to freedom and yet sympathetic to Keynes and his ideas. 

seinem Machtrausch. 
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market}, which the Physiocrats discovered” (p. 69). The book has important 
and interesting things to say on both subjects; but statements like these are 
not likely to enhance the reader’s confidence in its objectivity. 

The negative attitude of the book accounts for its failure in yet another 
way. In the chapters dealing with Keynes’ influence, Lutz gives a good discus- 
sion of the cumbersomeness of fiscal policy in the United States and the 
consequent difficulty of navigating between the Scylla of unemployment and 
Charybdis of inflation; Ellis deplores the abandonment of monetary policy in 
favor of fiscal policy and direct controls; Bresciani-Turroni points to the 
inadequacy of Keynesian analysis and remedies for dealing with Italy’s 
unemployment problem; Hayek presents the important argument that full 
employment policies interfere with the proper allocation of labor among 
different industries, suggesting that Britain’s employment policy retarded the 
adjustment of her economy to the changed requirements of the postwar 
world; and several contributors (especially Amonn, Hayek, Iversen, Lutz, 
and Viner) argue, what is perhaps the main theme of the book, that a full 
employment policy inevitably leads to inflationary pressures and direct 
controls to contain them, and that these controls in turn inevitably lower 
efficiency, stifle initiative, and destroy freedom. 

These topics are among the main economic problems of our day; and their 
discussion is well worth while, provided it contributes to their solution. But 
the majority of the authors take a completely negative attitude. In some of 
the papers this is natural and called for by limitations of space or the particu- 
lar way in which the author posed his problem; but in others it is not 
natural; and it is these others which, with their stronger language, set the 
tone of the entire book. The main thesis that emerges is that periodic un- 
employment is inevitable under laisser faire, whereas the loss of personal 
freedom, initiative, and efficiency is inevitable under a full-employment 
policy; and since unemployment is the lesser evil of the two, we should un- 
learn the lessons Keynes taught us and abandon all full-employment policies.® 
Faced with these as the only alternatives, most people would probably accept 
the conclusion: but this book fails to convince the reader that there are no 
other alternatives. None of the papers explores the middle ground, none of 
the authors even asks the question whether we could not learn from past 
mistakes and develop an employment policy that would avoid the evil con- 
sequences of inflation, direct controls, and the loss of freedom. It may yet 
prove true that there is indeed no middle ground between the two extremes; 
but the book under review seems to jump to this unpleasant conclusion rather 
than reach it as a result of analysis. 

TrBor SCITOVSKY 

Stanford University 


*It is impossible to tell whether this complete rejection of Keynesian policies implies 
a rejection also of Keynesian analysis. The only statement on this subject is made by 
Havek, who refers to Keynes’ employment theory as “. . . a carefully thought out, yet 
probably erroneous theory . . .” (p. 196). 
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Application of Linear Programming to the Theory of the Firm—Including an 
Analysis of Monopolistic Firms by Non-Linear Programming. By ROBERT 
DorrMan. Bureau of Business and Economic Research, University of 
California. (Berkeley and Los Angeles: University of California Press. 
1951. Pp ix, 98. $3.50.) 


Linear programming, something of a mystery to all except the increasing 
band of its advocates, now invades one of the central areas of economic 
theory—the theory of the firm under static conditions—thus hastening the 
day when those still uninitiated must come to terms with it. The first question 
they must ask is what linear programming is, what its distinguishing features 
are. Then they must ask where it is applicable, what it can contribute, and 
whether it will supplant competitors. Those who would make a start on 
answering such questions can do no better than to read the first and last (4th) 
chapters of this little monograph by Robert Dorfman. The heart of the book 
lies, however, in the second and third chapters which set forth the mathematics 
of linear programming for the competitive and the monopolistic firm, some 
of whose factors are fixed in amount. These central chapters were not written 
for those whose mathematical equipment is too meagre to include facility in 
matrix algebra, although their brevity will be approved by econometricians. To 
the present reviewer, whose competence in mathematics falls far short of what 
is desirable these days, it seems unfortunate that this volume provides only 
part of a bridge to a nearby peninsula of linear programming, when more 
pages might have attempted to carry nonmathematicians to the shore of that 
strange land. 

The problem which Dorfman attacks is that of defining an optimum pro- 
duction program for a firm which possesses fixed quantities of certain factors 
and has open to it various production processes in each of which the pro- 
portions of factors are fixed but the scale of which is variable. A firm’s 
optimum program is obtained by combining available processes at appropriate 
(positive or zero) levels. The mathematics of the solution constitutes the core 
of the book; it involves maximization of a linear function for competition and 
of a quadratic function of process levels for monopoly. The assumptions 
underlying linear programming are discussed briefly in the final chapter, 
perhaps too briefly at least in the case of linearity (constant returns to scale 
for each individual process). The problem of uncertainty is not treated but 
is left to the further development of stochastic models. 

The relationships indicated between linear programming and the usual 
marginal analysis of the firm call for comment. Sometimes the argument 
stresses the differences between the two approaches and the superiority of 
linear programming, as, for example, ‘““The type of decision which faces a firm 
using industrial processes is, therefore, essentially different from the decisions 
contemplated by the marginal analysis” (p. 11), and, “For the study of 
decisions in such an industrial milieu, an analytic apparatus is required 
whose structure parallels the structure of the decisions to be analyzed” 
(p. 11). Linear programming is said to be designed for situations where the 
choices are among combinations of discrete processes, affecting the inputs 
in a group simultaneously, whereas marginal analysis requires differentiability 
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of product, revenue and cost functions with respect to each input and output 
independently, and applies only if individual inputs are continuously variable. 
It should be said, however, that production sometimes admits of groups of 
processes which are such that within each group processes differ relatively 
little from each other (approximating continuous substitution within a certain 
range), and between groups substantial differences obtain. 

At times the book seems to stress the similarity of the two approaches. 
Sometimes the difference between them is a matter of using different language 
to represent the same situation (p. 18). Despite seemingly rigid technical 
assumptions, linear programming can approximate any degree of substitutabil- 
ity by the introduction of a large enough number of processes which differ 
from each other only slightly (pp. 83-84), and in any case provides continu- 
ous substitutability between “scarce” factors (up to certain limits) by varying 
the relative intensities of different processes. The linear programming approach 
can, then, handle the case of continuously variable proportions, but some 
persons may feel that it is straining the usefulness of the technique to regard 
continuous changes in factor proportions as substitution of one fixed-propor- 
tion process of production for another. 

In the end the author concludes that linear programming and the marginal 
analysis are theories each of which can be applied to two types of decisions 
(exemplified by the farmer’s choice of crops and his choice of methods of 
growing them), but that each approach should be used in connection with the 
decision for whose analysis it is better adapted (pp. 84-85; see also pp. 87-90 
for further distinction of the problems to which each is suited). In addition, 
the claim is made that linear programming is a superior technique because it 
is practical and deals with concepts more familiar to business and more readily 
measurable than those of marginal analysis (p. 80). This does not mean, 
however, that the typical entrepreneur can follow the mathematical procedure 
outlined any more than he can employ the usual analysis in terms of the 
calculus. It means that the entrepreneur thinks not in terms of how much of 
each factor to use, but in terms of the extent to which he will use an available 
process of production. 

An inadequate explanation is given of the rdle of factor prices in the 
analysis. After pointing out that linear programming is concerned, like con- 
ventional theory, with efficient allocation of scarce resources, Dorfman adds, 
“Unlike conventional theory, however, linear programming appears to arrive 
at an optimum allocation without recourse to the concept of price” (p. 45). He 
thereupon discusses the imputation of values to the fixed factors, and shows 
that the mathematics involved is similar to that involved in the optimization 
problem already solved. However, this discussion of the imputation problem 
is not an adequate substitute for a clear explanation of how the prices of fixed 
and variable factors affect the optimum program. The prices paid for the 
fixed factors are fixed costs in the short run and are, therefore, (properly) 
disregarded in the determination of the short-run optimum program, which is 
the problem with which the book deals. Moreover, the static nature of the 
analysis makes it necessary to rule out, though the author nowhere makes this 
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explicit, the possibility that the optimum program might be different if some 
of the factors whose short-run supply is absolutely limited could be used, 
perhaps to better advantage, in later production program periods. As for the 
variable factors, their prices are taken into account in defining the unit level 
of a process as that which yields a dollar of revenue above the costs of the 
variable factors used. There is no discussion, however, of the manner in which 
a change in relative prices of factors would affect the optimum program by 
affecting the relative net revenues of various processes. The omission may 
result in a false impression of the rdle of factor prices in the optimization 
problem. A more complete statement of the economics of the firm in the short 
run under static conditions would have to deal explicitly with the effect upon 
the optimum program of different relative prices of variable factors. 

The volume merits attention, whether the mathematicians have any quarrel 
with it or not. 

HARLAN M. SMITH 
University of Minnesota 


The Industrial Economy: Its Technological Basis and Institutional Destiny. 
By CLARENCE E. Ayres. (Boston: Houghton Mifflin. 1952. Pp. x, 433. 
$4.00.) 


This unusual volume is designed as either text or supplement for an in- 
troductory course in economics. It avowedly and actually reflects two distinct 
approaches. The first is that it is inappropriate to present beginners with 
merely the alternative explanations of disputed points. Since beginners can 
hardly be expected to make firm and wise decisions where the experts are un- 
certain, the text, while recognizing the controversy openly, should take and 
present an honest stand. If the prospective user of this text likes this basic 
method, he will be particularly interested in the points of view which Mr. 
Ayres chooses to espouse, which are taken up later in the review. 

Secondly, the book is a self-proclaimed “institutionalist” approach to intro- 
ductory economics, and bears little resemblance in content, method, or con- 
clusions to traditional texts. For example, in this text history and sociology 
participate more or less equally with economics in explaining the phenomena 
usually explained in economic terms, at times almost displacing economic 
reasoning. The desirability of such an approach depends in large measure on 
the school curriculum, particularly the extent to which the students take 
other courses in social sciences. 

The plan or organization of the book also represents a conscious and drastic 
change from the usual method in college-level texts. After several chapters of 
background material, the volume consists almost entirely of discussions of 
some economic problems, introducing only such economic concepts and prin- 
ciples as are directly required for those problems. Thus the subjects of bank- 
ing and the monetary system become subdivisions of a chapter on deficit 
financing, and taxation appears in the rdle of a tool in planning and economic 
stabilization. The other problems examined (as shown by chapter headings) 
are economic instability, its relation to war, social security, public works, 
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the general welfare, freedom and power, and the destiny of industrial society. 
This approach results in the deliberate omission of much that is included in 
the usual text. 

The general impression is given that there are two groups of economists. 
The one consists of Ayres, assisted by Veblen, Keynes, and the Brookings 
Institution; the other consists of all other economists, from Adam Smith on- 
ward. The teachings of the second group constitute the obvious error, to which 
the truths found by the first group stand in bold contrast. Presentation of 
various ideas often proceeds by setting up the erroneous teachings, as straw 
men, and tearing them down. The method is apparently used with awareness 
that it will annoy most economists, but would seem to this reviewer to be 
somewhat tiresome to college students as well. It is alleged to have been well 
received in the classroom, probably due to the success of the author as a 
teacher. 

As to the validity of the reasoning and conclusions of the book, this re- 
viewer feels he can most fairly and accurately convey a sense of the book’s 
merits by some quotations or paraphrases. Care has been exercised to make 
these reproduce faithfully both the “feel” and the quality of reasoning of the 
whole. For convenience, the citations carry page references to the original. 

1. “Thus even today we continually talk of extending the ‘advantages’ of 
education to all our youth, although it is quite evident that education confers 
an advantage only on individuals who get more out of it than other indivi- 
duals and would cease to be an advantage if all got the same amount” (p. 
114). 

2. Ayres refers to a concept as introduced by Adam Smith and still accepted 
by “forthodox] economists” that specialization and division of labor are 
limited by the width of the market. This is equivalent to saying “that com- 
merce is primary, and that industry is secondary and derivative. . . . This 
proposition is ridiculous. . .. The exact opposite of this proposition is clearly 
and incontestably true.” Clearly, what enters the market must be made be- 
fore it can be bought and sold. (Pp. 88-89) 

3. The “supposition that ‘labor’ is the sole creative agent of industrial pro- 
duction” is presented for analysis. The complete refutation occupies a mod- 
erate sized paragraph, and is accomplished by the single and original in- 
genious device of pointing out that “even some very big businessmen work 
hard and perform important and even indispensable functions of organiza- 
tion and decision.” Ayres does not stoop to the traditional method of alleging 
that other factors of production might also contribute. (Pp. 91-92) 

4. In thinking of depression, “the question, ‘What becomes of all that 
money?’ is certain to arise in the mind of the reader. No one knows where all 
of it goes.” Ayres offers three suggestions: part goes into hoarding, part inio 
buying inflated securities, and part goes abroad. Mr. Ayres’ original approach 
is again reflected in his omission of the cliché that most economists would 
have suggested here—that of credit contraction. (Pp. 143-144) 

5. Discussion of the quantity theory of money constitutes a noteworthy 
contribution to monetary theory. He denies that large amounts of money in 
circulation are a causal factor in inflation. The oft-cited cases of “ ‘galloping 
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inflation’ ”’ in Germany and China did not result from increases in the quan- 
tity of money. As “only brief reflection” will show, it is “obvious and un- 
deniable” that the inflation resulted rather “because the existing government 
[was] ‘coming apart at the seams’” (p. 241). Similarly, if money were to be 
sprinkled from airplanes, it would not be the quantity of money which would 
cause inflation, but the way in which it was distributed. In this case the 
method would “spread the conviction throughout the community that its gov- 
ernment was crazy; and this might lead to ‘galloping inflation’” (p. 243). 

6. “All economic thinking postulates planning, and has always done so” 
(p. 186). 

7. “A military program of any kind . . . makes no contribution whatever to 
the productive capacity of the economy” (p. 178). But “a military program 
does indeed act as an economic stabilizer” (p. 179). 

8. “A ‘capitalist’ . . . is one who by virtue of possession and exercise of 
money power is believed to be an agent of industrial progress” (p. 120). This 
is the only definition of this term given. 

9. Mr. Ayres rejects the idea that capital, as savings out of past production, 
makes any contribution to production. “The truth is, we have known for some 
time that economic growth is self-financing.” New projects can be financed by 
creating money “quite literally, out of thin air.” The existence of the new 
plants then itself justifies the creation of the money. (Pp. 114-117) 

This collection of excerpts, which could easily be multiplied several times 
in the same vein, makes it clear that Ayres is on sound ground when he refers 
to “a formidable body of economic thinking from which this book is a de- 


parture.” As noted previously, this characterization of the book by the author 
himself, applies equally well to its over-all organization. 


ALFRED KUHN 
University of Cincinnati 


A Scholar in Action—Edwin F. Gay. By Hersert Heaton. (Cambridge: 
Harvard University Press. 1952. Pp. vii, 260. $4.25.) 


Rare indeed is the great scholar and teacher who becomes the subject of 
a discerning and inspiring biography. Such is the lot of Edwin F. Gay, one 
of Harvard’s most famous economic historians. Festschrifts, often containing 
disjointed papers of varied value, are fairly common, and indeed Gay was 
presented with one of these in 1932. It is quite another thing to be able to 
enter into the inner mental life of a first-rate intellect. This Professor Heaton 
has enabled us to do in a book of unusual charm prepared for the Friends 
of Edwin F. Gay. Fortunately, Gay was a careful note taker, an indefatigable 
letter writer, a diarist, and a man of affairs, and from the voluminous records 
remaining the author has found ample material with which to work. Because 
of Heaton’s vivid and understanding treatment of the problems which beset 
the student and scholar along his path from the beginning of graduate work 
to the achieving of the status of emeritus professor, or “grand old man,” this 
study should appeal to younger men seeking to make careers in economics 
as well as to those who sat under Gay or otherwise came under his influence. 

Edwin Francis Gay (1867-1946) had one of the most remarkable careers 
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in American economics and academic business administration in the first 
half of the present century. After completing his undergraduate work at Michi- 
gan he spent over twelve years in graduate study, financed by a small inheri- 
tance, in the great universities of Germany, Italy, Switzerland, and England. 
Starting as a student of mediaeval ecclesiastical history, he concluded with 
the study of economics and economic history, in which he came particularly 
under the influence of Wagner and Schmoller. To many American professors 
whose graduate work has been narrowly specialized and whose degrees have 
come with the speed and certainty of an assembly line, Heaton’s chapter on 
“A Scholar in the Making” will make fascinating reading. It was Gay’s long 
and diverse wandering in many fields of knowledge in many countries which 
was later to give his lectures such great scope and brilliance. 

Heaton’s treatment of Gay’s career is equally rewarding. First we sample 
the trials and uncertainties of the young instructor and junior professor on the 
Harvard economics staff, to which he was appointed in 1902 and of which he 
ultimately became acting chairman. More interesting is the account of his 
years as the first dean of the Harvard Graduate School of Business Admin- 
istration, 1908-17, a post which called for promotion, programming in an un- 
tried field, recruitment of a new type of personnel, and superb begging. The 
author has scarcely scratched the surface of the history of the transformation 
of business from an art to a profession, but his comments on Gay’s objectives 
and program will be valuable to those interested in training young men for 
active careers in business. It is interesting to note that although he had no 
business experience, a fact which he deplored, his broad training in Germany, 
where academic study and practical administration were more closely allied 
than in the United States, fitted him well for this post. 

There followed still more active years. In World War I, Gay became direc- 
tor of the important Division of Planning and Statistics of the Shipping 
Board, and later a member of the Board. He also was made a member of the 
War Trade Board, and finally acted as organizer and director of the Central 
Bureau of Planning and Statistics. These were important positions in which 
Gay attempted to bring rationality, singleness of purpose, and statistical con- 
trol into the war effort. The author has vividly described the cross-currents, 
conflicts, and frustrations of that period in terms meaningful to those familiar 
with similar recent experience. The passages on the struggle to eliminate un- 
necessary but profitable commercial cargo movements and thus free ships for 
allocation to the military are especially good. Following the war, Gay was 
invited by T. W. Lamont to take over the position of editor and business 
manager of the New York Evening Post, a declining and nearly bankrupt 
newspaper. In this task of rehabilitation Gay was unsuccessful, at least by 
financial standards. The author deals critically and fairly with this somewhat 
painful episode. Then in 1924 came Gay’s return to the Harvard “squirrel 
cage” as professor of economic history. As side interests, of which Gay had 
many, we got glimpses of his activities as one of the founders of the National 
Bureau of Economic Research and of the Council on Foreign Relations. From 
all this we see what Heaton means by “A Scholar in Action.” 

Among the interesting passages are those in which the author comments on 
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Gay’s failure to produce any book, and on his fatal dual love for pure re- 
search and active life, with the consequent inability to get down to writing. 
The book also raises many questions about the adequacy of both European 
and American advanced training for the type of active life followed by Gay. 
Thus on many accounts this is a thought-provoking study which should be of 
great interest to the profession. 


Joun G. B. HutTcHins 


Cornell University 


Catalogue of Adam Smith’s Library. Edited by TADAO YANATHARA. (Tokyo: 
Iwanami Shoten. 1951. Pp. ix, 126. Yen 350.) 

The titles of the books in Adam Smith’s personal library have been of 
especial interest to students of economic thought since they were first cata- 
logued by James Bonar in 1894 for the Economic Club (A Catalogue of the 
Library of Adam Smith, London, Macmillan and Company, 1894). A second 
edition prepared by Bonar in 1932 for the Royal Economic Society was 
superior to the first edition both in accuracy and in coverage. 

It is familiar knowledge that Smith’s personal library was willed to his 
cousin, David Douglas, later Lord Reston. Lord Reston willed the books to 
his two daughters, Mrs. Bannerman of Edinburgh and Mrs. Cunningham of 
Prestonpans. The Bannerman collection has remained intact and is now at 
the University of Glasgow. The Cunningham collection was divided and 
the largest portion went to Professor R. O. Cunningham, once on the staff 
of Queens College, Belfast, who presented a number of Smith’s books to the 
college. After his death in 1918 a large number of his own books, including 
some with the Adam Smith bookplate, were put up for sale. The volume under 
consideration deals with a portion of the Cunningham collection. 

In 1920 Professor Inazo Nitobe bought in London the advertised list of 
Smith’s books offered for sale by the Cunningham estate, and presented them 
to the Faculty of Economics, University of Tokyo. The titles of the Japanese- 
owned books were identified by Bonar in his Catalogue with the letter, 
“J.” Although the Bonar compilation is quite accurate, subsequent cor- 
rections have been made in some of the items.’ Bonar, in preparing the 
Catalogue, had to depend upon the list supplied by Professor Kawai which 
was not completely accurate. In the second edition of the Catalogue he was 
able to add some 20 items and make additional corrections. 

One item in the Bonar Catalogue intrigued not only the editor but many 
others. In the second edition there appears the entry, “A Catalogue of Books 
belonging to A.S. [sic] 1761, f 4 1” (p. 174). Bonar referred to this item as 
“one of unique value.” He further adds, “This list made either for or by 
Adam Smith himself, would show what was in his library at that date, when 


* Claude Jones, “Adam Smith’s Library—some Additions,” Economic History Supple- 
ment, Econ. Jour., June 1940, IV. 

C. J. MacGarvey, “Notes on Adam Smith’s Library and the Bonar Catalogue of 1932,” 
Econ. Jour., June 1949, 259 et seq. 
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he was Professor at Glasgow and had published the Moral Sentiments, but 
no book in economics” (p. 214). The item has aroused the curiosity of many 
British and American scholars. Dr. Bonar himself states, “Perhaps our 
Japanese friends will satisfy our curiosity in this matter” (p. 214). The 
mystery of the date of publication was cleared up by the late Professor W. R. 
Scott of the Univerity of Glasgow who secured a photographic copy of the 
manuscript and discovered that the date was 1781 instead of 1761.* The 
mystery of the contents of the volume has been cleared by “our Japanese 
friends” in the volume under review, which supplies the missing information 
on the contents of the Smith library and presents the final corrections to the 
Bonar list of the books in Japan. The Faculty of Economics collection in- 
cludes 141 books or entries (308 volumes) of which 62 books or entries 
(98 volumes) are in English, 34 books or entries (43 volumes) in Latin, 28 
books or entries (92 volumes) in French, 15 books (73 volumes) in Italian and 
2 books (2 volumes) in German. The subjects cover a wide range of phi- 
losophy, literature and poetry, politics, history, geography, religion, natural 
history, art, language, mathematics, etc., but there is no book on economics 
save Smith’s own chief work and a German translation thereof. 

An appendix, which is probably of greater interest, reveals for the first 
time the contents of the item, “Catalogue of Books belonging to Adam Smith, 
Esquire, 1781.” This was prepared by or for Smith and written in longhand 
not by Smith but probably by a clerk. It contains about 1120 books or 
entries (2300 volumes). Professor Yanaihara has carefully checked and 
listed the page reference for each item against the Bonar Catalogue. The 
student will discover that many items in the catalogue of 1781 do not appear 
in the Bonar volume. 

Smith used a curious method of identifying and locating his books in what 
he called, “Divisions.” The 87 sheets of the handwritten book list the items 
as they were located in his own book cases such as in the “Upper Row” or 
“Lying on the Top,” “Left Hand Book Case, Shelf 1st,” “Right Hand Book 
Case, Second front Row,” “Book in Locked Press Left Hand Window Book 
Case” and so on. The entries are brief and contain only the name of the 
book, number of volumes if more than one, but no date or place of publica- 
tion. 

In making this information available to the world of scholars “‘our Japanese 
friends” have rendered a distinct service. Persons owning books with the 
familiar Adam Smith bookplate will be able to authenticate the volumes by 
referring to the Japanese publication. The complete list of Smith’s volumes 
provides an excellent view of the materials which influenced his own think- 
ing and which were of current interest in the eighteenth century. 

J. F. Beitr 

University of Illinois 


*W. R. Scott, Adam Smith as Student and Professor (Glasgow, 1937), pp. 172, 390, LIX. 
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A Concise Economic History of Britain, From Earliest Times to A.D. 1750. 
By Sir Joun CrapHam. (Cambridge: Cambridge University Press. 1949. 
Pp. xv, 323.) 

Sir John Clapham’s last years were occupied not only with his history of 
the Bank of England but also in writing an elementary general economic his- 
tory of Britain. This volume, taking the story to 1750, was virtually completed 
at the time of his death. The final volume, barely begun by Clapham, has been 
turned over for completion to W. H. B. Court. The fact that the two volumes 
represent largely a formalization and development from Clapham’s famous 
lectures, which Cambridge heard for more than a quarter century, makes 
Court’s task the more possible. John Saltmarsh, Clapham’s pupil and colleague 
at King’s College, has seen the present volume from typescript to final text 
with evident care and sympathy. 

Elementary teaching and writing, taken seriously, is a more rigorous 
discipline than common thought would allow. It forces the teacher to set out 
his views on the large issues and to reveal in his proportioning and emphasis 
the fundamentals of his thought. No single work of Clapham’s exposes more 
clearly than this volume the character of his contribution and interest in 
economic history. 

The generation of economic historians before Clapham, notably the Ger- 
mans, Cunningham, Rogers, and the Fabians, were all reacting, in different 
ways, to the dominance of classical economics over public policy. They were 
pamphleteering, in a sense, against the internationalist, free-trade, and 
domestic laissez-faire biases built into the formal assumptions of economic 
theory as conventionally formulated, say, between 1815 and 1870. Clapham 
was not wholly disloyal to this tradition in the second generation of which 
he was so commanding a figure. His famous “empty boxes” article, on the in- 
adequacy of the Marshallian treatment of the cases of increasing and de- 
creasing returns in particular industries, was certainly one of, the more 
pertinent and effective interventions of an historian in economic theory. His 
principal concern, however, was not to set the economists straight or to in- 
fluence public policy in any direct way. He aimed to tell the story of how 
British men and women earned their living over the centuries. If any 
dominating motivation comes through Clapham’s work, it is a profound affec- 
tion in detail for England and those who made their lives within it; even the 
Irish, Scotch, and Welsh are a little foreign to him. And there is no more 
eloquent statement of the dignity of economic history as a means of tribute 
to land and people than the one-page introduction to this volume. 

The directness and even literalness of Clapham’s interest in the economic 
process made him primarily an historian of the techniques and organiza- 
tion of production and trade. He is a narrator of the changing state of the 
economic arts, and of the institutions which incorporate them. He set out to 
establish how things were produced and traded, rather than why. Read closely, 
it is evident that Clapham speculated on the major issues of causation in 
British economic history; but his wisdom is articulated implicitly, within 
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austere self-imposed limitations, and embedded cryptically in observations 
on particular situations. Clapham’s dislike of abstraction, which contributes 
to a rare strength and justness in his prose, also narrowed the range of ma- 
terials and problems with which he was prepared to deal. 

The present volume starts with brief chapters on prehistoric Britain, the 
Roman era, and the Saxons and Normans. With remarkable economy he 
summarizes the nature of the evidence available to the historian, and then 
sketches the character of the British economy in terms of agricultural tech- 
niques and land-holding institutions, the extent and methods of nonagricultural 
production, and the character of foreign trade, if any. Then follow the two 
major sections of the book, running, respectively, from 1100 to 1500, and from 
1500 to 1750. Each of these sections treats, in turn, agriculture, industry, and, 
grouped together, trade, public policy, and finance. Extremely brief com- 
mentaries on population and, in the case of 1500-1750, prices precede the two 
major divisions into which the account is divided. 

This division of the narrative fitted naturally the descriptive and institu- 
tional character of Clapham’s interest. On the other hand, it denied him the 
possibility of imparting a sense of the living interaction among the parts of 
the economy or of the movement of the economy as a whole, over time. Clap- 
ham’s structure automatically carries with it the impression that, in each 
sector of the economy, the important forces making for change lay within that 
sector, rather than outside. It is not accidental that the discussion of popula- 
tion movements and price trends is perfunctory. Modern studies which have 
refined our knowledge of the complexities and regional differences in land- 
holding and agricultural techniques are woven in fine balance into the book, 
as are other institutional pieces of research; but some of the analyses which 
probe at the process of transition of the British economy from a medieval base 
to the commercial capitalism which emerged in the late seventeenth and 
eighteenth centuries are slighted. 

Clapham was a rare and fortunate scholar. His last years saw him still at 
the peak of his powers, both in the history of the Bank and in the present 
volume. The limitations of the latter are those which he accepted in marking 
out his whole wide field of endeavor. He sought out and mobilized under the 
highest standards of scholarship enormous areas of factual knowledge and laid 
foundations in modern British economic history which are likely to remain 
solid. There is no cause to complain of his work in general or of this excellent 
survey; but there are still jobs to do and questions to answer. 

Mr. Saltmarsh, in his editorial note, remarks, “I believe that those who 
knew and heard him will sometimes hear again, as they read, the tones of his 
voice.” Although by no means a collection of old lectures this book remains 
a highly personal work. Through it comes strongly a man’s intimate knowledge 
of his nation’s countryside; a yeoman’s pride in the early dissolution of 
feudal ties with arrangements based on the rights of individual men; a whole- 
some, ill-concealed pleasure when Britons outdo foreigners. Clapham brings 
to the evolution of a great nation’s economy all the virtues of attachment 
which usually belong to a regional historian or antiquarian. It is pleasant to 
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think of a generation and more of Cambridge men being brought up on Clap- 
ham’s version of the story; and it is good to have it between covers. 
W. W. Rostow 
Massachusetts Institute of Technology 


The Theodosian Code and Novels and the Sirmondian Constitutions, A 
Translation with Commentary, Glossary and Bibliography. By CLYDE 
Puakrk, in collaboration with Theresa Sherrer Davidson and Mary Brown 
Pharr. (Princeton: Princeton University Press. 1952. Pp. xvi, 643. 
$20.00.) 


The massive crisis of our times has provoked a searching re-examination of 
the passing of Greco-Roman civilization, and an immense contribution to 
that end has been made by this monumental translation—the first to be 
made—by Professor Pharr and his associates, of the most important contem- 
porary source for the death-throes of the Roman Empire. For, since Jacques 
Godefroy’s edition of the Theodosian Code and the post-Theodosian legisla- 
tion, published in 1665, with its masterly and still indispensable commentary, 
the exploitation of the vast storehouse of material contained therein has been 
largely reserved for specialists in Roman law and legal history. Hence, this 
volume—ten years in the making, and the beginning of a project to collect 
and translate all the source materials of Roman law—has opened up a new 
era of research in this prime source for the legal, administrative, political, 
economic, social, military and ecclesiastical history of the fourth and fifth 
centuries. Containing in the Code proper an official compendium of all 
general imperial enactments from A.D. 312-438, together with subsequent 
legislation in uncondensed form to 468, this body of laws spreads before our 
eyes a firsthand picture of one of the momentous transformations of human 
society. 

The reader will want, first, assurance of the reliability of the translation, 
which has been prepared with scrupulous pains, an immensely difficult task 
because of the corrupt text and numerous ambiguities. Not to prejudice the 
translation by editorial interpretation, and to preserve the turgid flamboyance 
of the Byzantine officialese, Pharr has made the translation as literal as 
English will allow. Yet it seems to this reviewer that the principle of literalism 
has been applied to excess, so as to appear in many places supererogatory. The 
reader will also want to know that the volume is provided with a spirited 
introduction by the New York attorney C. Dickerman Williams, an outline 
of Roman history (excessively brief, with inadequate attention to the history 
of the fourth and fifth centuries), a mine of information in the glossary, an 
exhaustive index, and a map of the Roman Empire. 

Mr. Williams in his introduction warns us that “we shall ignore the Code 
at our peril.” His exhortation is evoked by the deadly parallels between the 
societal patterns revealed in the Code and those of our own age, and between 
the economic and social measures resorted to in order to stem the collapse 
of the Roman Empire and the steps taken by modern statesmen, and by the 
fact that western Europe disintegrated shortly after the promulgation of 


4 


178 THE AMERICAN ECONOMIC REVIEW | 


the Code. Paradoxically, the Byzantine Empire in the east survived for a 
thousand years under the same regimented economy and social order. More- 
over, Rome did not fall in a day. For all the basic phenomena institutionalized 
during the decline were inherent in the fundamental contradictions of the 
whole society and had already begun to manifest themselves in the mounting 
economic crisis at the end of the first century. It is a remarkable fact that, 
critically weakened in the internal economy and living constantly under the 
shadow of barbarian hordes without, the emperors and the ruling classes were 
able to sustain the basic integrity of the empire for centuries. 

Beginning with the general crisis of the empire in the third century A.D., 
the inhabitants of the Roman world lived under a permanent state of siege 
for centuries. Faced with a critical scarcity of productive labor due to depopu- 
lation and the allocation of large numbers to the military forces and bureauc- 
racy, a staggering agrarian crisis, disruption of the free flow of commerce, 
inflation, sharp rise in crime and brigandage, the emperors mobilized the 
entire population of the empire in a completely regimented garrison-bureau- 
cratic-clerical state. This social order was not the realization of a political 
ideology, but the frantic adaptation of the reduced resources of the empire 
to the goal of survival of the ruling classes. And to the inhabitants of the 
empire, living under a system of rigidly controlled economy, almost confisca- 
tory taxation to meet the fiscal needs of the central administration, and state 
compulsion to maintain production and services, the emperors Arcadius, 
Honorius and Theodosius could pathetically proclaim in 406, when the 
survival of the empire under the blows of the barbarians seemed in doubt, 
“We summon to military service all men who are aroused by the. innate 
spirit of freedom.” 

In his commentary Pharr reiterates the view that excessive taxation was 
perhaps the most important factor that resulted in the collapse of the 
empire in the west. But the emperors had little choice, for, when the Roman 
state could no longer meet its fiscal needs as it had done in the early stages 
of its march to world power by booty in foreign wars, it resorted to heavier 
demands on the population, both in taxes and compulsory unremunerated 
labor. In the absence of a concept of a national debt in antiquity, the emperors 
oscillated between oppressive taxation, extraordinary assessments, and 
periodic remission of taxes when the economy seemed at the breaking point. 
The greater part of this tax burden was shifted by the powerful and privileged 
landowners to the backs of the lower classes, who were steadily impoverished, 
and whom the emperors were powerless to protect from the venality and 
rampant corruption of the bureaucracy and the landed military ruling class. 
Two of the concomitant effects were the rapid polarization of society into 
rich and poor and a drift to natural economy after a thousand years of brisk 
money economy in the Mediterranean. 

To guarantee necessary labor and revenue, the concept of compulsory 
public services inherent in the ancient state was drastically stepped up, 
and social mobility was almost completely eliminated by a regime of social 
status and hereditary occupations in all spheres of the economy and adminis- 
tration. In this empire-wide conscription of labor and capital we see, for 
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example, the beginnings of rural serfdom, the concept of membership in 
rigidly controlled state guilds, and the resort to what were virtually con- 
fiscatory capital levies on moderately wealthy members of municipalities. 
One drastic measure contained in the Code is the branding of members of 
the hereditary guild of arms makers to prevent their desertion from the 
imperial armaments workshops. 

But, in fact, the centrifugal tendencies in the empire, under the critical 
international conditions, the insupportable burdens imposed by the state, 
and the incredible corruption, were irresistible. There occurred, as the Code 
reveals, what amounts to wholesale desertion from the society, in the form 
of flight to the privileged clergy, the civil services, the army, the wilderness, 
brigandage, the barbarians, or to the protection of the powerful landed 
military nobility, who competed with the state for the labor of peasants and 
artisans, and before whom the emperors were often powerless. The empire 
could not have survived as long as it did without the assistance of these 
men, the feudal barons of the next stage of European society, and yet their 
growing power was one of the most important factors in the breakdown of the 
central authority. 

Economic historians and students of the structure of the “closed” economy 
will welcome this accessible version of a prime source for what Gibbon, 
idealizing the Pax Romana of the second century, was moved to call “the 
greatest, perhaps, and most awful scene in the history of mankind.” 

MEYER REINHOLD 

Brooklyn College 


The Bias of Communication. By Harotp A. Innis. (Toronto: University of 
Toronto Press. 1951. Pp. ix, 226. $4.50.) 

According to the preface, this collection of papers further develops the 
thesis of Empire and Communications, published in 1950. Having read both 
works, the reviewer is still unable to decide which of various related themes 
is meant. The uneven pace and scope of social development are in themselves 
a commonplace assumption rather than a thesis to be debated. We come closer 
to a thesis in the “emphasis” on communications as determining objects of 
human attention and the “suggestion” of the converse. 

A concept of monopolies of knowledge which dissolve to make way for new 
ones as new mediums of communication appear runs through these books 
and other writings of the same author. It amounts to an innovations theory— 
almost to a technical-innovations theory—of cyclical growth, the political 
units stressed largely sharing the fate of the monopolies. Speaking and 
writing tend to be active, listening and reading passive. Listeners and readers 
(particularly the latter) tend to be multiple. The multiplicity has increased 
with the appearance of paper, of printing and of improvements both in print- 
ing and in means of circulation. Moreover, reading is for the most part an 
indirect contact, with lags in time and differences in space which have in- 
creased with technical improvements. An oral tradition, here associated with 
common law, informal procedure and vernaculars, is held to be more flexible 
and conducive to freedoms. However, the written tradition has generally won 
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out in the end. Radio diffusion, first of the voice and then of gestures as well, 
seems likely to bring a whole course of development to an end. A new long 
cycle which appears to be emerging is fraught with great dangers to the 
individualism, the freedoms and the flexibility which Professor Innis treasured. 

Another general theme, specified by the paper which gives the volume under 
review its title, is the bias of communication. The sharpest statement of it is 
at the close of the 1950 work. In brief, concentration on one medium of 
communication tends to overweight the development of a society either on 
the side of space and political organization or on the side of time and re- 
ligious organization; but a second medium serves as a balancer, making for 
imperial growth and durability. Parchment added to papyrus in the Byzantine 
empire illustrates the balance. The displacement of parchment by paper in 
the West, introducing a cheap and copious but perishable material, is said 
to have timed a shift from a Church monopoly of largely sacred writings in a 
dead language to varied writings in vernaculars, and from ecclesiastical to 
political organization. 

Shorn of their rich historical trimmings for purposes of review, the two 
themes are here little better than caricatured. On the other hand, more of the 
complex fabric of argument would have raised more debatable points. Minor 
shifts of emphasis, order or illustrative material would shed doubt upon 
stated or clearly implied conclusions. This reviewer is unhappy about the 
general proposition that an oral tradition makes for flexibility. The clerical 
monopoly of literacy was far gone before the sacred texts were translated into 
the vernaculars, as Pirenne has noted, for example, in his study of the educa- 
tion of merchants. The Reformation could be characterized as an appeal from 
the authority of a flexible institution to that of written texts which carried the 
rigidity of age into any language. Theodore Collier used to ascribe whatever 
toleration emerged to a multiplying of sects which gave dissent the safety 
of numbers. 

“Communication” has become an omnibus label for social relationships 
varying from simple, direct and merely practical transmissions between per- 
sons to the shifting continuity of institutions on a world scale and throughout 
human time. Between these extremes are gradations which involve differences 
in quality as well as in amount. Each ideology of the subject fills the chasm 
between communication as a definite act and communication as the his- 
torical continuity of mankind in its own way. Innis seems to have deliberately 
refrained from creating a systematic theory of history in the conviction— 
itself clearly stated—that his own time and society were no more exempt from 
bias than others. 

Some of these papers are histories as distinct from the theory or the phi- 
losophy of history. The one entitled “Technology and Public Opinion in the 
United States” is a highly informed and intelligent sketch of the history of 
publication. It should be of interest to any student of American history. 

M. M. Knicnt 
University of California 
Berkeley 
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The Idea of Progress—A Collection of Readings. By FREDERICK J. TEGGART, 
with an introduction by GzorcE H. HILDEBRAND. Revised edition. (Berke- 
ley and Los Angeles: University of California Press. 1949. Pp. xi, 457.) 


There is a special value in approaching the history of the concept of progress 
through selections from leading thinkers. No systematic analysis can bring out 
in sufficient relief the profound differences in the settings which provided the 
background for these concepts of change and progress over so many genera- 
tions. The texts themselves, even when short, serve as a constant reminder of 
the underlying differences in factual information and speculative thought. The 
introduction furnishes an indispensable guide and draws the selections together 
into an organic whole. 

Although the philosophies of the classical period were inconsistent with any 
comprehensive concept of progress, basic elements of the idea emerge at an 
early date. If we pass over the doctrines of Hesiod of degeneration from a 
golden age, we find a substantial development of a coucept of cycles of 
growth which survived in much nineteenth century sociology. Stated in some- 
what different forms by both Plato and Aristotle the concept of cycles of 
social and cultural development remained the predominant analysis of change 
in classical antiquity. 


It is noteworthy, however, that Thucydides and Lucretius present clear 
statements of a cumulative increase in knowledge and skill as the outstanding 
feature of social development. This idea was an important element in the 
thought of Augustine, who explicitly conceived social development as the 


embodiment of all the potentialities of the human mind. In the City of God, 
however, these ideas were overlaid by emphasis upon a Divine Plan which 
defined the ends of social life. Augustine gave much attention to the problem 
of freedom of the will, but his doctrine interpreted social development as a 
fulfillment of the Divine Plan. 

The modern formulations of these concepts were hardly more than fully 
secularized versions of the Augustinian doctrine. The new view is clearly stated 
by both Pascal (1647) and Fontanelle (1688) though the implications are not 
very adequately expressed until the time of Turgot and Condorcet. The 
optimistic tone of eighteenth-century liberalism was carried over into this field 
of thought, and this concept of progress became a primary element in the 
philosophy of liberalism. 

This development culminates in the work of Darwin. With him, systematic 
exposition in the introduction is likewise brought to an end. There are, how- 
ever, several pages of stimulating reflections upon the present loss of faith 
in the liberal optimism of the eighteenth and early nineteenth centuries. There 
is no reference to the revisions of the empirical philosophy that have been 
taking place since Darwin, and more particularly within the last thirty years. 
From these points of view it would be possible to give new emphasis to the 
concept of cumulative increase in knowledge and skill. 

The analysis of these phenomena should be separated from the biological 
problems of individual and social growth. If such a position were developed, 
the history of these concepts would present a record of a persisting dilemma of 
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choice between the somewhat restricted concept of cumulative mental achieve- 
ment individually and socially, and the broader generalization which included 
all forms of quantitative growth. The classical concept of cycles is properly 
speaking a concept of growth rather than a concept of progress. It was, there- 
fore, consistent with the conviction that change was incidental and not very 
important. In modern sociologies concepts of cycles, or even of nonrepetitive 
stages, became a source of genuine confusion. 

Different kinds of growth require different techniques of analysis and con- 
cepts of growth cannot happily be given a melioristic significance. It is 
essential to distinguish between the cumulative phenomena of the mind and 
organized mental activities and the growth phenomena of biology whether 
individual or social. Even a very brief reference to these problems would 
give added meaning to the history of these concepts. 

Payson USHER 

Harvard University 


International Aspects of Indian Economic Development. By D. T. LAKpA- 
waa. (New York: Oxford University Press. 1951. Pp. 191. $2.50.) 
Indian Economic Policy. Souan Ray Mounor. (Allahabad: Friends’ Book 

Depot. 1952. Pp. ix, 224. Rs. 6.) 
International Aspects of Indian Economic Development is an absolutely 
correct descriptive title of this dispassionate and closely reasoned volume. 


The analysis is of a detailed type so that only the most general idea of its 
contents can be given. Most of the subject matter falls under two categories: 
(1) the place of foreign capital in Indian economic development and (2) how 
exchange policy and trade policy can aid economic development with India 
still honoring international commitments. 

India must develop her resources rapidly to overcome the discontented 
poverty of her people and to keep ahead of the steadily mounting population. 
If the people are to raise their living standard by 40 per cent in two decades, 
an annual increase in national income of 3.78 per cent is called for. One of 
the ingredients necessary for such rapid expansion is capital investment. 
By an income-savings-investment approach and by the balance-of-payments 
approach the author estimates about 30 billion rupees ($6.4 billion) of 
foreign capital would be needed over a 20-year period to sustain this rate 
of growth. It may be noted that this is close to the rate of foreign capital 
requirement envisaged in the official Five Year Plan recently published by 
the Indian government. It is estimated that about Rs. 12 billion is needed 
as equity capital and the rest as loans. The author believes that such quantities 
of foreign capital will be forthcoming since developed nations have recently 
become more sympathetic to industrialization of underdeveloped areas, and 
since this changed attitude has been institutionalized in the International 
Bank for Reconstruction and Development, the Export-Import Bank and 
the Economic Cooperation Administration (now Mutual Security Agency). 
However, to avail herself of this capital India must accept conditions of 
capital-granting countries including guarantee of exchange convertibility, 
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nonlimitation of profits on foreign capital (except in so far as domestic 
capital is so limited) and granting substantial control to foreign equity 
capital. He estimates that amortization and interest on such capital would 
amount to about 19 per cent of India’s exports and would thus create a 
difficult but not insuperable transfer problem. 

An exchange policy and trade policy are needed to insulate India from 
foreign depressions and to prevent an unfavorable balance of payments 
induced by the program of rapid foreign investment. Yet such policies 
should be adjusted to honor India’s actual or possible commitments in the 
International Monetary Fund and International Trade Organization (in 
future). Conditions are discussed in which currency depreciation would and 
would not be helpful. The author suggests that the I. T. O. Charter should 
permit, but restrict, a modified multiple exchange rate system. He advocates 
taxes and subsidies on imports and exports as the most effective and least 
disturbing type of trade policy. Quotas are thought of only as a last resort 
and it is felt that India has little to gain from state trading. 

Parts of the book are closely reasoned, yet a good balance is kept between 
theory and its application to India’s specific needs. Diagrammatic pres- 
entation of certain aspects of the theoretical discussion will be found helpful. 
The outlook is definitely internationalist, which is not easy to achieve in a 
country needing such drastic domestic development. The last year or two 
has shown the author to be over optimistic about the possibility of India 
obtaining large capital grants. His optimism as to the imminent reality of 
the I. T. O. was unfortunately unfounded. This book is a welcome addition 
to the literature on India’s economic development. 

Indian Economic Policy is a tract for the times. Two great pleas stand 
out predominantly: (1) the need for more thoroughgoing economic planning, 
and (2) India’s foreign economic policy must be subservient to her domestic 
needs for rapid industrial development. 

The present Five Year Plan of the government of India proposes to 
increase land irrigated from 48 million to 57 million acres and increase food 
production by 7 million tons thus increasing the basic grain ration from 12 to 
14'% ounces per person per day. It plans a development outlay of 18 billion 
rupees over a five-year period which may be compared to present national in- 
come of 87 billion rupees. This plan is hailed as a “laudable beginning” but is 
roundly criticized for being merely a plan for economic development rather 
than a full-blown plan for all economic activity. The author’s most basic 
criticism is that present Indian planning is designed to operate within a 
framework of /aissez faire using price incentives toward planning goals. He 
advocates a more rapid transition toward direct state controls, nationalization 
of new industrial sectors, exchange control and mechanization of large-scale 
cooperative farms on a voluntary-compulsory basis. At the same time the 
author points out the dangers and abuses to which such direct controls are 
liable, but considers that, if democratically administered, they are to be 
preferred to price incentives as a tool of economic planning. 

“Conceding that the status quo has to be maintained,” the author agrees 
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that the Five Year Plan “is a sincere effort for coordinated economic develop- 
ment of the country” (p. 60). However, he offers numerous specific criticisms. 
He feels that an overemphasis on agricultural and a neglect of industrial 
development will “prevent the plan from serving as a stepping-stone for 
further progress” (p. 52). 

Although India desires to maintain friendly relations with other nations, 
he sees the primary function of her foreign economic policy as being to help 
realize domestic planning goals. He advocates that India more rigidly control 
her foreign trade, and that a much wider range of industries be granted 
tariff protection as an aid to industrial development. Exchange control is but 
one of the methods needed to help India overcome her unfavorable balance 
of payments; other advocated measures include import quotas, export sub- 
sidies particularly on goods earning hard currencies, bilateral trade agreements 
and judicious use of state trading. 

There are chapters on the need for population control, the need for fiscal 
policy and specific controls to assure full employment, a survey of recent 
labor legislation in India, a short chapter on the place of agriculture in 
India’s development plans, and a discussion of the usefulness of the public 
corporation as a tool of national planning. 

About half the chapters have appeared earlier as articles in various 
Indian journals; as the author says this “has robbed the story of its continuity 
and spontaneous sequence” (p. vii). One major inconsistency in point of 
view is apparent to this reviewer. The majority of the chapters, while advocat- 
ing a moderate socialism, are careful to point out the need of a government 
policy to assure continuing and adequate incentive in the private sectors of 
the economy. However, Chapter 3, which is a criticism of the Five Year 
Plan, ignores the problem of incentive almost completely. He calls the invest- 
ment envisaged under the plan “meagre” but it is difficult to see where he 
would seek the additional capital. Although he advocates larger government 
borrowing (p. 43), he elsewhere warns that further deficit financing will 
lead to disastrous inflation (p. 42). We are told that taxes are too high and 
should be reduced, primarily as an incentive to industry. The need for 
foreign capital is realized but the author is not sanguine as to the amounts 
forthcoming in the immediate future. Thus the reader is left rather confused 
as to the method of drastically increasing the rate of planned investment. 
In the opinion of this reviewer, the author places too much emphasis on the 
need for industrial development at the expense of neglecting agricultural 
development. 

In spite of these shortcomings, this volume is a good introduction to 
commercial and economic thinking in India concerning her most basic 
problems of economic policy. The style is interesting and there is a facile 
blending of economic background and political realism. 

Wituis D. WEATHERFORD 

Swarthmore College 
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The Soviet Economy during the Plan Era; The Soviet Price System; and 
Soviet Prices of Producers’ Goods. By N. Jasny. (Stanford: Stanford 
Univ. Press. 1951 and 1952. Pp. xi, 116; x, 179; vii, 180. $2.00, each.) 


Mr. Jasny’s impressive trilogy is a major attempt to pierce the veil of 
manipulated prices which the Soviets have drawn across the structure and 
development of their economy. If this work is to be viewed as an integral 
whole, it is probably best to read the three volumes in the inverse order of 
their appearance, starting with Soviet Prices of Producers’ Goods and finish- 
ing with The Soviet Economy during the Plan Era. This course will lead the 
reader from the particular to the general, and should ensure that the bold 
strokes in which the final picture is drawn will not become engraved in his 
mind more firmly than is warranted by the nature of the methods of estima- 
tion which had to be used. 

The central and most challenging conclusions of Jasny’s work, as presented 
in the last-mentioned volume, spring from his revaluation of the Soviet na- 
tional income and its components in terms of United States dollars at 1926- 
27 prices. This somewhat hazardous undertaking involves three distinct steps: 

1. The estimation of various aggregates in terms of current prices, whether 
government-decreed or freely formed on collective farm markets. 

2. The deflation of these values to the Soviet price level of 1926-27 by 
means of a number of specially constructed price indexes.* 

3. The conversion of the figures so obtained into United States dollars of 
1926-27 at rates of exchange giving parity of purchasing power over the 
various classes of goods involved. 

In this general scheme Jasny’s two books on the price structure fall into 
place as expansions of the second step, though in sheer volume and weight of 
evidence they transcend this réle and become independent studies in their 
own right. The material brought together and sifted in these volumes is to 
be welcomed as a massive contribution to the field of Soviet studies. Ever 
since 1930, when the Soviets discontinued the systematic publication of price 
statistics, Western students have had to grapple with a type of problem 
more amenable to the mental equipment of cipher clerks than to the tools of 
economic analysis properly so-called. The messages intercepted were found 
to be in two main languages: the language of “stable rubles,” dealing chiefly 
with gross output, labour productivity, and national income; and the language 
of current rubles, used in references to the budget, retail sales, investment, and 
fixed capital. Much effort has been expended on translating particular messages 
from one language into the other, and, occasionally, into straightforward Eng- 
lish, but Jasny’s study goes beyond this and evidently aims at providing us 
with a working dictionary. 

It is not easy to say how far he has succeeded without having access to 
the very dispersed and recondite material used. As he relies mainly on price 


* The official “stable ruble” figures purporting to be based on the 1926-27 price structure 
are rightly discarded as unduly “processed.” 
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data for individual commodities, it requires something of an act of faith to 
accept his generalizations concerning the price-trends of whole industries and 
economic sectors. We are told, for instance, that since there are insufficient 
data to permit the computation of the weighted average price of all fuels used 
in boilers, “the trend of the prices of Donbass coal may be taken as fairly 
representative of the price-trend of all such fuels” (p. 54). This may be so, 
or it may not. While it is readily conceded that some boiler fuels rose more 
in price than Donbass coal and others less, the reader is in need of some as- 
surance that this is a rabbit of respectable antecedents, and not out of a hat. 
Though undoubtedly of central importance in the country’s fuel balance, Don- 
bass coal accounted for less than half the calorie consumption of heavy in- 
dustries in the early ’thirties (the percentage for light industry was less than 
a third), and its importance declined steadily in later years. The most sum- 
mary Soviet calorie-conversion tables list some thirty types of coals alone, 
with at least 20 distinct calorific values and presumably as many divergencies 
in ash content and other qualitative criteria. This suggests a bewildering 
multiplicity of prices, among which only the eye of faith can pick out a suit- 
able representative without an extensive knowledge of the performance of 
other candidates. Jasny’s admirable exposure of the chaotic state of Soviet 
price planning in other parts of his work shows up the widely divergent and 
erratic price movements of close substitutes, and so does little to encourage 
complicity in his sanguine behavior. To my mind the transition from indi- 
vidual to composite price trends needs the support of a more aggregative 
analysis, such as comparison of the expenditure on fuel by various users 
with the total calorie-content of their fuel consumption. These data are avail- 
able for a number of prewar years and could probably be collected and sifted 
with a fraction of the effort that went into Jasny’s price compilations. In the 
only case where this method is extensively used, the case of rail transport, the 
results obtained diverge from Jasny’s inductive generalizations; unfortunately 
he contents himself with stating the discrepancy and expressing the hope 
“that further analysis will solve the puzzle” (p. 56). 

A similar source of uneasiness is the estimation of construction costs. Again 
the procedure of compounding individual price series by largely intuitive 
methods results in a trend markedly different from that yielded by a more 
aggregative method.? Jasny registers surprise at the discrepany, but com- 
forts himself and his readers with observations on the general obliquity of 
Soviet accounting methods which “it would be absurd to call . . . ‘statistics’ ” 
(p. 24). While one may agree with this view in more than one respect, it is 
hardly reassuring to find that the emphasis it receives at Jasny’s hands varies 
in proportion to the divergence of Soviet official data from his own findings. 
It should be said in fairness, however, that many of the methods and sources 
which throw doubt on Jasny’s indexes are explored and stated openly by the 
author himself. 

The companion volume of the series entitled The Soviet Price System deals 


*Comparison of parallel official valuations of fixed capital at the nominal prices of 
different years. 
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with three main subjects: an extension of the survey to farm prices and in- 
dustrial consumer goods, an examination of that bugbear of critical analysts, 
the official “unchangeable” prices of 1926-27, and a review of Soviet national 
income accounting with some of its less-known tricks and foibles. In the 
survey on agricultural and general consumer prices, the descriptive portions 
give an excellent and much needed summary of the main lines of development, 
and the statistical illustrations appear to rest on a broader and more solid 
foundation than in the other price study. There is a summary appendix 
table giving the price movements of some thirty individual commodities for 
seven selected years between 1926 and 1950. To my knowledge this is the 
most extensive compilation of its sort to be published in the West, and there 
can be no doubt of its value as a work of reference. It is all the more re- 
grettable that the author’s method of aggregating these data into a price index 
for consumer goods as a whole bears all the marks of arbitrariness. Confusingly 
enough, this aggregation is carried out in the other volume of the series, 
Soviet Prices of Producers’ Goods (pp. 18 and 19), where it appears in semi- 
narrative form as an intermediate step in the estimation of a still more compre- 
hensive price index (for industrial goods as a whole). The difference in in- 
tellectual climate between the scholarly and painstaking compilation of 
individual prices and the rough and ready guesses as to their conjoint move- 
ments, in the course of which much of the original information is discarded 
and the rest allowed to merge into a vague impression, detracts greatly from 
the high level of Jasny’s work, and is apt to reduce our confidence in his 
method of selective price compilations as a tool of analysis in this field. Little 
comfort can be derived from various more aggregative checks suggested in 
the chapter on “phantom unchangeable 1926-27 prices.” These are tainted by 
the same laxness and appear to be inconclusive. 

The chapters on Soviet national income accounting are probably the most 
revealing parts of the book. Unfortunately Jasny’s information here is second- 
hand; it is derived via Prokopovicz from a Soviet source of considerable 
authority’ apparently not available in the United States. This explains why 
some of the most glaring manipulations of Soviet national income accounting 
are not mentioned, while others are perhaps given undue weight. Thus, for 
instance, the practice of counting the losses made in industry as part of in- 
dustry’s contribution to the national income, which may have caused consider- 
able distortion in the early plan era (say up to 1936), is not mentioned. On the 
other hand, I am not convinced that the total yield of turnover tax is deducted 
from the net product of trade and imputed to industry. If this were true, it 
would be difficult to see why the Soviet source on national income referred to 
above should list the trade tax separately under that heading. Moreover, the 
size of the relative share of trade in the national income at current prices 
(9-15 per cent) would be difficult to explain if that tax were excluded.* 

*I. M. Krasnolobov, “The Planning and Computation of National Income” (Moscow, 
1940). 

*The trade tax proper must be distinguished from the turnover tax paid by the State 


procurement organization (Narkomzag); with respect to the latter Jasny is probably 
right in assuming that Soviet practice imputes it to industry rather than trade. 
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The crowning volume of the trilogy is no doubt The Soviet Economy during 
the Plan Era. Here the results of the other two volumes are extensively used 
as tools of analysis. Estimates of total outlay on various items, such as 
munitions, military pay and subsistence, consumption and investment, are 
made for a number of years in terms of current rubles, to be subsequently 
deflated by the price indexes which Jasny considers to be severally applicable 
to them. The figures so obtained are then converted into United States dollars 
of 1926-27 in order to displgy the structure of national income through the 
years in comprehensible terms. The picture which emerges is a dismal one 
indeed. Private consumption is represented as having declined from three- 
quarters to less than a third of the national income between 1928 and 1948, 
while the share of defence expenditure appears to have increased from 2.5 per 
cent to close to 20 per cent. The lion’s share is presumed to go to net invest- 
ment (40.7 per cent in 1948, as against a mere 17.2 per cent at the start of 
the plan era). On this last point Jasny is in sharp disagreement with other 
Western analysts, such as Wyler. 

The scarcity and poor documentation of Soviet statistics, which must be held 
responsible for the possibility of, and even necessity for, this type of estimate, 
makes it equally hazardous to disprove Jasny’s findings without a research 
effort far beyond the scope of a book review. As a matter of general principle, 
the use of American prices of 1926-27 for Soviet national income computations 
extending as far as 1948 would seem to be of doubtful relevance. The margin 
of error involved in the estimates is of necessity so wide that the further step 
of converting the figures to American prices of, say, 1940 could not have 
materially affected the accuracy of the result, while the gain in significance 
and comparability with other estimates would have been considerable. Inter- 
national comparisons of economic structure in terms of national price systems 
are full of pitfalls and perplexities at the best of times, but when the spatial 
remoteness of the standard of comparison is aggravated by an equally alarm- 
ing remoteness in time, the difficulties of interpretation begin to be quite 
serious. The best argument that Jasny could produce for his choice of 1926-27 
dollars is probably the fact that the ruble-dollar exchange rate in that year was 
still operative, while it became nominal in later years. This is true, but hardly 
relevant to the significance of the final outcome. I cannot help feeling that a 
better hope for our understanding of Soviet economics lies in the direction of 
social accounting studies in terms of current rubles, with allowances for the 
abnormal structure of indirect taxes, depreciation rates, and profits. This 
would make the national income of the Soviet Union and the United States 
comparable in terms of costs, a far more objective criterion than the static con- 
sumer preferences implied in an esoteric price system. 

Jasny’s books deserve the closest study of all students of Soviet econom- 
ics, in fact of anyone concerned with international comparisons and an over-all 
view of economic development transcending national frontiers. They deserve 
admiration as well, chiefly for the assiduity and patience which must have 
informed those massive and scholarly compilations, but in some measure also 
for the author’s supreme confidence and resourcefulness in putting them to 
work in a good cause. These qualities must be highly rated in a subject 
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bristling with difficulties and frustrations, in which there is no room for 
the faint in heart. It is all the more regrettable, therefore, that as regards 
the final indictment of the planning system which Mr. Jasny has drawn up, 
this reviewer finds himself constrained, with all respect for the author’s special 
pleading skills, to return a verdict of “not proven.” 
F. SETON 
Nuffield College, Oxford. 


Democracy and the Economic Challenge. By R. M. Maclver. (New York: 
Alfred A. Knopf. 1952. Pp. 86. $2.50.) 


In these five lectures, delivered on the William W. Cook Foundation at the 
University of Michigan, Professor MacIver provides a “liberal manifesto” 
calculated to help some in resisting the lure of the Communist Manifesto 
and, what is more important, to help others to understand the real values 
of the liberal democratic way of life. We need intellectual and spiritual 
rearmament as much as we need armament. Maclver’s contribution is excel- 
lent; it is to be hoped that many other senior scholars will help in this work. 
“In these times,” says Maclver, “it is not enough to hold aloft the banner of 
free enterprise. The cause for which men live, the flag for which they fight, 
must appeal to their hearts. Let us take this lesson from our adversaries. 
They offer to the Western peoples not only security but also a faith, and to 
the Eastern they promise not only land but a vision. . . . This vision is 
particularly necessary to win the loyalties of the young. We won't hold them, 
we certainly will not inspire them, if we make our case on the ground that 
capitalist enterprise is more efficient than socialist planning. ... No, we must 
seek stronger and higher ground if we are to convince ourselves, still more 
if we are to seek to persuade other peoples that ours is the better way. That 
is why it is deplorable that in this country we are so superficial about our 
democracy. We do not appreciate the strength, the vitality, the depth and the 
breadth of the thing that makes us one” (p. 73). 

In the first lecture the theme is the emergence of “private economic power” 
and its “historic role” in fostering the rise of democracy. The second lecture 
is concerned with the new role of the state as it turns to guide and canalise 
“private economic power.” Very valuable in this chapter is the distinction 
between the welfare state, the socialist state and the communist state. The 
welfare state is “consistent with private economic power” and should be 
“welcomed as the surest protection against the perils of communist infiltration” 
(p. 30). The third lecture is on the “portent of Karl Marx.” “The leading spirits 
of communism— in countries where it is not already enthroned—have espoused 
it not because of a detestation of capitalism but because for one reason or 
another they are at war with the society in which they live. . . . It is our own 
betrayal of democracy more than the shortcomings of capitalism that fills the 
communist ranks” (pp. 38-39). The fourth lecture discusses the question 
“whether a fully planned, centrally directed economy . . . can exist with the 
attitudes and the processes of democracy.”’ Again there is emphasis on the 
difference between the welfare state and the socialist state. “The goal is not 
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socialism nor capitalism, nor any neat blueprint of economic organization. The 
goal is the freer and fuller life of man in his society, equipped with all the 
means that liberate his capacities” (p. 70). The final lecture is an appeal to 
America to rise to the call “to give a new translation of the ancient and ever 
new demand for the union of Liberty and Order” (p. 85). Two points need 
emphasis. First, “democracy perishes if it compromises with totalitarianism . .. 
whereas some socialism must be mixed with capitalism if capitalism is to sur- 
vive” (p. 78). Socialism does not mean democracy (that is the “fallacy of the 
left’’) but capitalism does not mean democracy either (that is the “fallacy of 
the right’). Second, racial and ethnic discrimination is a “rank betrayal of our 
democratic faith” (p. 82) which “lowers our standing before the world” and 
“hurts us at home” (p. 83). “We must abolish discrimination. Only so can we 
fulfill the meaning of America. Only so can our great tradition become anew a 
vital reality” (p. 84). 
V. W. BLADEN 
University of Toronto 


Economic Systems in Action: The United States, the Soviet Union, and the 
United Kingdom. By Atrrep R. OxENFELDT. (New York: Rinehart. 
1952. Pp. ix, 175. $1.50.) 

The purpose of this book, the author tells us, is to achieve two goals. His 
plan was to write a brief and nontechnical text that could be understood by 
an “intelligent high school graduate.” The material presented was to be 


“organized around the basic functions that every economic system is expected 
to perform.” It is the impression of the reviewer that the pedagogical aim has 
been fully realized. The book is admirably suited for beginners in economics, 
either as a supplement to the principles text or for a class in current 
economic issues. It is hardly a satisfactory text for a systematic course in 
comparative economic systems, mainly for its theoretical particularity. 

The central proposition of the author is that to compare is to evaluate. 
Evaluation requires standards of judgment as well as identical problems to 
be solved by each economic system. Each economy has to solve five identical 
questions: what and how much to produce, how to divide income adequately, 
how to select the most efficient methods of production, how to direct individ- 
uals into the most productive occupations, how to improve the progressive- 
ness of the economy. To answer these questions, the author develops 
standards of performance appropriate for each system. The actual performance 
of the American economy is compared with the welfare standards of efficiency 
and equity. The Soviet economy is compared with the standard of a “good 
economic plan.” British socialism is compared with the standard of full 
employment and income equality. What is the result? 

A significant body of information is presented effectively in terms of 
standards and actual performances. Yet two deficiencies are obvious. In many 
cases the standards of judgment defied operational definition. Or the evidence 
necessary to measure the degree of attainment was missing. In the few 
instances where standards and data were adequate, the conclusion was that 
neither one of the economic systems considered was as effective as it could 
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or ought to have been. The best one can achieve with this method is to indicate 
deficiencies that can be remedied within the framework of each system. 
The method can tell us little about the degree of compatibility among these 
systems. 

More serious is the fact that a comparison in terms of ideal standards does 
not allow for a discussion of essential institutions of the actual economies. 
For instance, the treatment of the American economy does not include a 
systematic discussion of the economic role of large corporations, trade unions, 
or farm organizations. The welfare standards chosen presuppose effective 
competition and did therefore not call for a discussion of how these three 
institutions have changed the actual functions performed by the pricing 
system. In assessing the achievement of the Soviet Union, the institution of 
forced labor is regarded as noneconomic, imprisoning merely the politically 
dangerous. The ideal standard of the highest possible output, which would 
be higher if free labor only were employed, is utilized to argue that forced 
labor is not in the interest of the Soviet Union (pp. 114-115), and must thus 
be insignificant. 

Although the author has utilized his method with great skill, often going 
beyond its inherent limits, it seems to the reviewer that presentation of the 
essential institutions must precede evaluation if students are fully to under- 
stand the actual operation of contemporary economic systems. 

ARTHUR SCHWEITZER 


Indiana University 


The Cooperative Movement and Some of Its Problems. By Paut HuBERT 
CassELMAN. (New York: Philosophical Library. 1952. Pp. xiii, 178. 
$3.00.) 

The author of this well-written little book is a professor of economics at 
the University of Ottawa who has been active in the cooperative movement. 
The Foreword is by Dr. M. M. Coady, a leader of the Antigonish Movement. 
As the author points out, apart from James P. Warbasse’s Cooperative Democ- 
racy, and Horace M. Kallen’s The Decline and Rise of the Consumer, few 
major works in America have dealt with the cooperative movement’s basic 
problems. That is the main purpose of his book. Hence it is addressed pri- 
marily to those familiar with cooperation (Introd., p. xi). Professor Cassel- 
man’s approach is not doctrinaire. Cooperation is not held up as a panacea for 
all economic and social ills. On the contrary, recognizing that this method is 
not always superior in every line of endeavor, he doubts the feasibility of a 
cooperative commonwealth, and favors instead the competitive yardstick 
goal of using cooperatives to curb the evils of capitalism (pp. xii, 11, 52). 

An introductory review is given in Chapter 1 of the working principles of 
cooperation, classified according to the ideals underlying them. The purpose 
of Chapter 2, which deals with attitudes toward and major schools of coopera- 
tion, is not clear. Is it merely descriptive, or is it intended to show that 
indifferent, neutral, and hostile groups constitute one basic problem, and 
lack of agreement among cooperators constitutes another? 

Chapters 3-9 come to grips with the main problems of the cooperative 
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movement. In considering problems of cooperative organization, Casselman 
rightly stresses the primary need for organizing financial cooperatives of 
various types. Concerning the problem of effective education, useful sugges- 
tions are made in accord with principles of progressive education, and the 
Antigonish Movement, which uses cooperation as an instrument of education, 
is described. Of the two chapters devoted to a comprehensive analysis of the 
cooperative movement’s relation to the state, one gives detailed attention to 
its relation with socialism. Here perhaps Casselman could have devoted less 
space to proving a fairly obvious point—that “cooperatism” differs from 
socialism in certain fundamental ways. His discussion of cooperative-state 
relations would have benefited from J. P. Warbasse’s Cooperative Peace 
(1950), which is nowhere mentioned. A valuable chapter is that dealing with 
cooperatives and labor. Subjects covered include the advantages of coopera- 
tives to labor, participation by labor in the movement, labor’s relative indiffer- 
ence in America compared to Europe, and sources of cooperative-labor friction. 
Discussion of producer-consumer relations among cooperatives is less complete, 
but interesting and informative. Finally, the problem of taxation is covered 
fully and competently. According to the author, patronage dividends paid out 
or retained by producer purchasing and consumer cooperatives are neither 
taxable as personal income nor as corporate income. These organizations are 
in no sense corporations, and moreover, patronage dividends consist of over- 
charges, or of withheld savings from group buying (pp. 140-42). By way of 
conclusion, Chapter 10 makes a final plea for cooperation, after reviewing its 
advantages. 

The book is perhaps too brief, and at times lacks the depth of Cooperative 
Democracy and The Decline and Rise of the Consumer. It is, however, 
extremely readable and a welcome addition to the literature of this field. 
Valuable features are the careful documentation, a twelve-page bibliography 
by chapters, and an adequate index. 

Roy C. Cave 

San Francisco State College 


National Income and Social Accounting 


Wages and Salaries in the United Kingdom, 1920-1938. By AGATHA L. CHAP- 
MAN assisted by Rose Knight. Stud. in Nat. Income and Expenditure of 
the United Kingdom, No. 5. (Cambridge: The University Press. 1952. 
Pp. xiv, 242.) 

Miss Chapman’s study Wages and Salaries of the United Kingdom, 1920- 
1938 is the most recent in the series on national income and expenditure which 
the University of Cambridge and the National Institute of Economic and 
Social Research are issuing. The study is a work of admirable and indefati- 
gable scholarship. This is fortunate not alone for those concerned with employ- 
ment and wages in the United Kingdom. It is equally fortunate for those 
econometricians and business-cycle analysts who would use UK data for 
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national income and expenditure to study growth trends, savings-income 
ratios, etc.: with wages constituting two-thirds of national income in this 
period the accuracy with which they are estimated will substantially affect 
the accuracy with which national income as a whole will be estimated. 

Aside from an introductory chapter on definitions and concepts, and two 
others on the reliability of the estimates, Miss Chapman devotes the entire 
study to describing how she prepared the annual estimates for employment, 
wages and salaries and average annual earnings (i.e., full-time equivalent). 
To assess the study adequately would demand considerable time—to work 
through 200-odd pages of patient investigation—and a broad acquaintance 
with the intricacies of British economic data in virtually every field. However, 
we may attempt a trans-Atlantic judgment on at least the verisimilitude of the 
final estimates in the light of American data trends and economic relationships. 

For estimating employment, her general procedure is to use benchmarks 
from the Production Censuses of 1924, 1930 and 1935 (or the Population 
Censuses of 1921 and 1931) and interpolate by employment series derived 
from data of the unemployment insurance system. For wages and salaries, 
chief reliance is placed on E. C. Ramsbottom’s indices for wages and the 
Marley-Campion indices for salaries. Given the nature of these raw materials, 
it is unlikely that substantial improvements in the accuracy of the estimates 
could be made. It is important, however, to surmise how adequate the 
estimates prove to be. 

One critical aspect is how well they portray cyclical variability. Of the 
cyclical changes in her records, the most extreme—as in that for the United 
States—is the 1920-21 drop, and it is therefore worth special attention. From 
1920 to 1921 rates of pay (as measured by average annual earnings) declined 
by 5 per cent (or less) in every industrial group but two—fishing and mining. 
For these two groups, rates declined about 20 per cent. Cash mining wages 
dropped by 100 million pounds—or far more than the drop during the 8-month 
strike year of 1926. The somewhat unlikely spread in earnings trends may be 
related to the methods of estimate. For mining, Miss Chapman uses a 
different procedure for the year 1920 than for subsequent years. She does not 
indicate how closely such a procedure reproduces benchmark data in later 
years—hence we do not know how comparable the 1920 and 1921 estimates 
may be. For fishing, the drop rests on the implicit assumption that wages 
form a constant ratio to value of fish landed. This assumption, Miss Chap- 
man is careful to point out, does not fit well with data for years in which 
we can check it (1929-34, 1938). Moreover, it is likely that the employees’ 
share was in fact smaller in the high 1920 prosperity than in later years. 

Turning from the wage rate sources of the 1920-21 decline, what of the 
employment shifts? For manufacturing and a number of other major groups 
the 1920-1921 change is estimated as the change in the numbers of insured 
workers minus the number of insured unemployed workers. The latter group 
is defined to include persons on short-time. Since the number of short-time 
workers increases in depressions, that group will constitute a growing number 
of employed full-time equivalent workers. Miss Chapman’s treatment of them 
as completely unemployed, therefore, is likely to overstate the 1920-21 decline. 
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For trade, finance, insurance and a substantial part of the service industry, 
it is arbitrarily assumed that employment declined by 10 per cent. Such a 
decline is modest in the light of declines in, say, manufacturing employment. 
However, its reasonableness is still in question: no decline occurred in any 
subsequent year between 1921 and 1938—neither in 1926, the year of the 
general strike, nor in the depression following 1929. Since, therefore, wages 
and salaries are estimated for 1920-21 as the product of employment times an 
average wage-salary, the combined effect of this treatment of short-time in 
many industries, and the assumption of decline in others, is likely to overstate 
the 1920-21 decline. 

Miss Chapman’s figures show an almost unvarying level of wages and 
salary aggregates from 1921 to 1933-34. Prosperity such as that of the 
American 1920’s is completely absent in the British record. Manufacturing 
wages—one of the most sensitive earnings groups—are almost identical in 
1924, 1930 and 1935—years for which benchmark Census of Production in- 
formation is available. A fortiori, other industry groups show a similar 
stability over these years. 

The 1932-38 change provides another point of interest for cycle analysis, 
reaching as it does from the lowest point in the depression to the last year for 
which this study provides figures. Here, too, the results are mixed. According 
to Miss Chapman’s estimates, the average annual earnings of employees in 
manufacturing rose by 10 per cent over this period, with correspondingly 
smaller increases in distribution and service. However, the gain shown for 
agriculture is 18 per cent. In the United States economy such a disparity, 
and in this direction, would be unreasonable. This gain essentially represents 
the change in the minimum rates set under the Agricultural Wages (Regula- 
tion) Act in certain contested cases. As such, it is not likely to allow for 
changes in the percentage of persons working at minimum rates and the 
percentage working above these rates. In a recovery period, such as 1932-38, 
it is likely that these proportions-—and hence average earnings—would shift 
differently from a set minimum rate. 

Miss Chapman cannot be commended too much for her care in comparing 
her results with those of Bowley, Clark and a multitude of other official and 
nonofficial check points. Some of the comparisons reveal a consistency in 
British data which is far greater than we could hope for in similar Ameri- 
can sources: for example, the number of national and of local government 
employees as reported in the 1931 Census of Population is almost identical 
with the totals reported by the individual departments and organizations. On 
the other hand, some of the comparisons prove a bit misleading. For example, 
the earnings bill as estimated in this study for trade in 1924 is compared with 
an estimate based on a special earnings inquiry of the Ministry of Labour 
in that year. The virtual identity of the two estimates, however, essentially 
rests on the fact that the wage totals are secured by multiplying identical 
employment figures first by the rates of earnings in certain distribution trades 
and second by rates for cartage and haulage and for warehousing and cold 
storage, and these rates were almost identical. 

A terminal chapter on reliability of estimates follows the tradition of King 
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and, more immediately, Kuznets in trying to assess for the reader the re- 
liability of the results for the years 1920 and 1938. This is further testimony 
to the scholarly nature of the study but it is doubtful whether this tradition 
is worth perpetuating. To say that the figure for average annual earnings for 
agriculture in 1938 is Class B (a firm estimate) is a judgment we must 
respect. But it is equally a judgment which may be contested: no benchmark 
estimate exists to fix a level for this series, and—more importantly—most 
users are concerned with the still more difficult question of change. 

In future editions it would be informative to have a chapter comparing 
employment and output trends, with some commentary on the implied produc- 
tivity measures, and some comparisons between the trend in wages and salaries 
on the one hand and the—presumably independent—Cambridge-N.LE.S.R. 
estimates of consumer expenditure on the other hand. Economists are certain 
to be interested in the labor market relationships revealed by these figures— 
with changes in employment being positively correlated with changes in wage 
rates in some industries, negatively in others. Perhaps Miss Chapman herself 
will report on these in some future analysis. 

It is to be hoped that the ability, care and hard work which are apparent 
in this review of wages and employment in the United Kingdom—gaps filled, 
sources reconciled, estimates patched up—will be equally apparent in future 
studies in this series. The results of Miss Chapman’s work are certain to be 
used widely and frequently in the years to come. 

STANLEY LEBERGOTT 

Washington, D.C. 


Business Fluctuations; Prices 


Federal Grants and the Business Cycle. By James A. MAXWELL. (New York: 
National Bureau of Economic Research, 1952. Pp. xiii, 122. $2.00.) 


Several “built-in stabilizers” have been added to the public sector of the 
economy during the past two decades. Expenditures have been made more 
responsive to cyclical swings in business activity through the adoption of the 
unemployment insurance program and the system of price supports for 
agricultural products. Revenues have also been made more responsive, largely 
as a result of the increased relative importance of income and profits taxes. 
The mildness of the 1949 business decline and the speed of the subsequent 
recovery can doubtless be attributed in part to the operation of these auto- 
matically compensatory fiscal adjustments. 

Stabilizers of this type have obvious appeal. The existing devices, however, 
need considerable strengthening before they can be important in cushioning a 
large-scale business depression. How might this strengthening be accom- 
plished? This book examines a particularly promising avenue of approach, 
namely, the possibility of establishing flexible federal grant programs which 
would serve a countercyclical purpose and also place certain governmental 
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services on a more assured basis in both prosperity and depression. The 
author’s conclusion—stated more implicitly than explicitly—is that a feasible 
plan can be worked out which would achieve an important countercyclical 
effect. 

There is far more in this small volume than appears at first glance. Profes- 
sor Maxwell has given us a very compact and useful description and analysis 
of the important federal grant programs: their history, their size, their be- 
havior during business cycles, the lessons of experience, the defects in the pro- 
grams, and the proposals for reform. He also presents a careful and concise 
analysis of public works, both federal and state-local. But this is not all, for 
the author breaks new ground by introducing some original and highly at- 
tractive proposals for automatically compensatory grant programs. The book 
follows the typical pattern of National Bureau publications: controversial 
issues are treated very cautiously, generalizations are few and guarded, there 
is a minimum of literary flourishes, and as much as one-third of the volume is 
devoted to statistical tables and charts. However, Maxwell has been more 
successful than most writers for the National Bureau in providing a stimu- 
lating treatment which molds statistical and theoretical conclusions into 
practical proposals for governmental action. These proposals are all the more 
worthy of serious consideration because of the author’s long experience in the 
field of intergovernmental fiscal relations and the campaign he has waged to 
make students of public finance more appreciative of the significance of 
federalism. 

One cannot help being greatly impressed with the ingenuity behind the 
author’s proposal for a flexible scheme of public assistance grants covering 
public assistance as a whole or selected categories of assistance. In brief, 
the scheme involves the establishment of a national minimum expenditure per 
recipient, the computation for each state of a “standard effort,” which repre- 
sents the potential state expenditure per recipient if a given percentage of 
state income payments is devoted to this purpose, and the determination of 
matching ratios based upon the relationship between the standard effort for 
a state and the national minimum." The federal government’s share would be 
the largest for the poorest states, and the smallest or nonexistent for the 
wealthiest ones. This scheme is flexible, since both the national minimum and 
the standard effort can be changed. It is automatically responsive to the busi- 
ness cycle, because a given percentage state-local standard effort would cover 
more of the national minimum in periods of high income than in a depression, 
and because the federal share of the cost of the program would grow and 
shrink directly with the number of persons who became eligible for benefit 
payments. Maxwell is aware that the operation of a plan of this sort would 
face certain dangers and difficulties, and he suggests how these might be kept 
to a minimum. 

The proposal for public works involves the creation of a federal public 


* This scheme is an extension of the author’s earlier thinking on this subject. (See J. A. 
Maxwell, The Fiscal Impact of Federalism in the United States [Harvard University Press, 
1946], Ch. 17). 
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works authority which would program federal projects according to cyclical 
conditions and exert cyclical control over state-local construction expenditures. 
The latter control would operate through grants for planning public works and 
through cyclically variable grants and loans for financing projects that have 
already been planned and cleared in advance. The author takes cognizance of 
the important obstacles to the use of public works spending for damping busi- 
ness fluctuations. Various factors which influence the timing of public works 
are analyzed, such as the limits to the deferability of projects, the comple- 
mentary nature of certain types of public and private construction, and the 
long period often required for planning and construction. Evidence is pre- 
sented showing that governmental agencies responsible for construction proj- 
ects often like to see their projects initiated and completed as rapidly as pos- 
sible and tend to be reluctant to fit their operations into a countercyclical 
pattern. 

A minor objection might be raised to Maxwell’s suggestion that the level 
of private construction be used as the chief guide to policy decisions concern- 
ing the timing of public works. Private construction does not always move 
with the general business cycle (witness 1927-29) and, therefore, will not al- 
ways be a reliable guide. Some critics might deplore the fact that the different 
grant and public works proposals are not developed within a broader fiscal 
policy setting which allowed for other types of expenditure flexibility and for 
tax adjustments, but an extended treatment of that type is clearly beyond the 
author’s assignment. 


This volume is the fifth publication of the National Bureau’s Conference on 
Research in Fiscal Policy. The fact that it includes a rather full discussion 
of policy questions is partly a reflection of the fact that the initial suggestion 
for the study came from the President’s Council of Economic Advisers. 

HASKELL P. WALD 


Washington, D.C. 


Business Cycles. By D. HaMBERG. (New York: Macmillan. 1951. Pp. ix, 621. 
$5.00.) 


There are now a half dozen textbooks in the field of business cycles, and 
there are few fields of economics in which the texts are so uniformly good. 
Professor Hamberg’s book is no exception. It is fully up to the high standard 
set by its predecessors, and possesses some distinctive features that will 
surely appeal to many teachers. 

The book is divided into three parts. Part I consists of introductory ma- 
terial, beginning with a chapter on statistical aspects with an appendix in 
which the chief methods of time-series analysis are briefly sketched. The 
second chapter lays the theoretical basis for the subsequent discussion by 
introducing the concepts of national income and product, and proceeding to a 
preliminary treatment of income fluctuations. The final chapter in Part I 
develops the multiplier and accelerator, and their interaction in simple models. 

Part II, “Theories of the Business Cycle,” occupies roughly half the re- 
mainder of the book. The first of seven chapters, and the longest, deals with 
Keynes and the stagnation thesis in considerable detail. Further chapters 
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cover the pure monetary theory with particular reference to Hawtrey; the 
monetary and nonmonetary overinvestment theories, with a seven-page 
appendix on the Ricardo effect; Schumpeter’s theory; “Underconsumption 
Theories,” treating the work of Foster and Catchings and Hobson as repre- 
sentative. There is a chapter on agriculture, cost-price relationships, and ex- 
pectations, under the title, “Influence of Strategic Factors”; and another 
concerned with international aspects of cyclical fluctuations. 

Part III opens with a chapter on “Eclectic Theory of the Business Cycle,” 
in which exogenous and endogenous forces are distinguished, and a synthesis 
of elements of the theories previously discussed is developed. Further chapters 
provide historical accounts of business cycle history in the United States in 
the ’twenties, thirties and forties, respectively. Two others deal with mone- 
tary policy and fiscal policy. 

As his distribution of space would suggest, Hamberg believes that an under- 
graduate course in business cycles should emphasize theory rather than either 
history or policy. He believes, moreover, that there are substantial advantages 
to be derived from a translation of the various terms used by different writers 
into a common language, and he has employed a “Keynesian” vocabulary 
throughout the book. Thus, the Wicksellian “natural rate of interest” is 
rendered as “the marginal efficiency of capital,” and so on. This device is 
skillfully and consistently applied, and will certainly save students a great deal 
of drudgery as well as some confusion. Whether this is a merit or a defect of 
the book is, of course, an arguable question. Hamberg has not tried to please 
everyone, but he has made what many will regard as a considerable contri- 
bution to effective teaching. 

Hamberg’s book is much too good to appeal to the charitable instincts of 
a reviewer. The author has exercised his obvious competence with a strict view 
to the capacities of his undergraduate audience, and he has taken pains to 
work out an interesting and comprehensible presentation of his subject matter. 
Although his chief concern is admittedly with theory, he has not slighted his 
chapters on history and policy, and his style is adapted to the narrative in a 
manner calculated to keep readers awake. On controversial questions, the 
author states his own position and labels it as such, thus opening the way to 
further discussion. Any instructor can use this textbook as the basis for a 
high-level course in business cycles, and whether or not he chooses to do so is 
largely a matter of taste in the competitive scene. Disciples of the late Pro- 
fessor Mitchell will feel that he gets short shrift in the page and a half given 
him, and those teachers who have no use for the aggregative approach will 
naturally prefer another product. Given Hamberg’s objectives, however, 
there is little fault to be found with his book. The flaws to which T now call 
attention stand out as minor deficiencies in an excellent piece of work. 

Chapter 2, after giving a very clear statement of the definitions to be used 
throughout the subsequent analysis, proceeds immediately to a treatment of 
income fluctuations in which the distinctions just made are ignored. If the 
student has heeded the author’s warning to familiarize himself thoroughly 
with the concepts, “particularly saving and investment,” he will be discon- 
certed by an analysis that seems to make changes in the level of national in- 
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come depend upon the relation of investment to saving out of disposable per- 
sonal income. Furthermore, the statement on page 50 that ‘“‘whenever reference 
is made to consumption in relation to income, we will ordinarily be referring to 
disposable income,” is not borne out by what follows. The propensities to 
consume and to save are actually discussed in terms of national income, and 
the illustrative tables and graphs in both Chapters 2 and 3 show national 
income as the independent variable. Since the terms “national income,” 
“received income,” and simply “‘income”’ are all used interchangeably in both 
these chapters, students will need some help if they are to understand just 
what is going on. I suspect that an explanatory paragraph or two was left out 
of the final version of the manuscript somewhere in the second chapter. 

In the chapter given to Schumpeter’s work, the aggregative terminology 
does not show at its best, but the exposition is nevertheless adequate to give 
students a sound introduction to a subject of increasing interest. It is thus 
especially disappointing to discover among the ‘Critical Remarks” with which 
this chapier, like the other theoretical chapters, concludes, some erroneous 
comments of a most misleading character. Hamberg’s minor criticisms of 
Schumpeter are possibly debatable, but on the major points he is quite wrong. 
Schumpeter never held that the distribution of entrepreneurial ability is any- 
thing other than “rather gradual’ (see Schumpeter’s Business Cycles, Vol. I, 
pp. 99, 130, for instance); and there is no “Great Man Theory” of history 
to be found anywhere in his work (compare Essays of J. A. Schumpeter, pp. 
216-35, and especially p. 234, n. 10). Hamberg will undoubtedly make good 
these lapses at the first opportunity; meanwhile, they may be used as a basis 
for some profitable class discussions. 

RICHARD V, CLEMENCE 

Wellesley College 


Money and Banking; Short-Term Credit; Consumer Finance 


Federal Reserve Policy-Making. By G. L. Bacu. (New York: Alfred A. Knopf. 
1950. Pp. xvii, 282. $3.00; text ed., $2.20.) 

Students and teachers of money and banking who are constantly looking 
for more and improved material for monetary courses above the elementary 
level will be intrigued by this volume by Professor Bach. 

The book has two main purposes: (1) A study of the process of Federal 
Reserve monetary and bank-supervisory policy formation, and (2) a look 
analytically at the policy-making experience of the past quarter century to 
see what lessons it may have for the future. The study does not deal with 
monetary theory or an evaluation of monetary policies. Emphasis is upon 
whether present organization and procedures have assisted in the formation of 
“good” policies. It is partly a product of research done by Bach for the Hoover 
Commission in 1948. 

Part I relates to Federal Reserve organization and responsibilities. For 
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those acquainted with the field of money and banking, this section covers 
material with which the reader will have had frequent previous contact in 
most texts and in Federal Reserve System publications. 

Part II deals with internal policy formation, giving attention to open 
market operations, reserve requirements, discount rates, selective controls, 
bank supervision, direct lending and a discussion of those who make Federal 
Reserve policy. This section also has much in it which informed students of 
American banking already know. However, it is seasoned with significant ob- 
servations on the human aspect of Federal Reserve operations and the degree 
to which the personnel of the Board, Open Market Committee and of other 
groups play upon the policies which are made. This aspect of the volume 
makes it somewhat unique among recent studies of the Federal Reserve. It 
could only be written by someone like Bach who has had personal contacts as 
a member of the Federal Reserve staff and other governmental agencies. 
Numerous critical observations are made, such as on page 59, where it is re- 
marked that a body of 25 to 30 people, as usually make up the Open Market 
Committee meetings ‘has not been found a highly effective deliberative body.” 

Part III analyzes the external relations of the Board and their impact upon 
policy-making. These include the Treasury, Securities and Exchange Com- 
mission, the Executive Office of the President, and bank supervisory agencies 
such as Federal Deposit Insurance Corporation, the Comptroller of the 
Currency and the State bank examination departments. A discussion of 
Treasury leadership in monetary-fiscal matters and the independence of the 
Board (Ch. 11) is of great current interest in the light of the Douglas and 
the more recent Patman Subcommittee reports. Unfortunately this book was 
written before the accord between the Federal Reserve and the Treasury. The 
current scene has somewhat changed and monetary policy has regained some 
lost ground since Bach wrote. After reading the volume, one should read the 
Hearings before the Patman Subcommittee’ including Bach’s panel dis- 
cussion (pp. 748-61). 

Part IV analyzes the meaning of much that was discussed in the earlier 
portion of the book, and for many will be the section which makes the greatest 
contribution. Whether one agrees with the author on all points is of less 
significance than that stimulation is provided to consider many phases of the 
organizational-policy-making procedures of our central banking system, an 
area so frequently neglected. From statements such as, “Control of the nation’s 
money supply is one of the most basic powers a government can and must 
have (p. 234),” with which most everyone will agree to, “There is a serious 
question whether bank examination in this country during the past quarter 
century has done more good than harm” (p. 245), with which many will 
disagree, there is plenty to stimulate thought. For example, it is suggested 
that the Federal Reserve either should have greater independence from the 
Treasury if a central bank is to be maintained, or the central bank should be 
brought closer to the Treasury. As now constituted, the advantages of neither 


* Monetary Policy and the Management of the Public Debt; Hearings Before the 
Subcommittee on General Credit Control and Debt Management; Eighty-Second Congress 
(Washington, 1952). 
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are secured (Ch. 13). The author leans toward a more independent Federal 
Reserve with a greater responsibility to participate in government policy 
formation. However, the drastic suggestion that the Treasury might borrow 
“only or largely from the Federal Reserve” and the Federal Reserve would 
have the power to issue and deal in its own securities (pp. 219-20), should 
at least lead to lively discussion among advanced students. 

A reviewer should not quarrel with a writer who competently does what he 
set out to do. However, it is unfortunate that as much space was taken for 
the material which is generally known in the professional field when greater 
analysis of the part to be played by monetary and fiscal policy is needed. 
Perhaps Bach will provide us with this in a subsequent study. 

Federal Reserve Policy-Making is well written. It can be a vehicle for 
stimulating group discussion and is recommended for use in monetary courses 
beyond the elementary level. The emphasis on the impact of organizational 
and personnel factors upon policy is a useful and needed contribution. 

Fioyp R. Simpson 

Los Angeles State College of Applied Arts and Sciences 


Geld und Kredit. By ALBRECHT ForSTMANN. 2 vols. (Goettingen: Vander- 
hoeck & Ruprecht. 1952. Pp. 821. DM 53.50) 

In his treatise on “Money and Credit” Albrecht Forstmann (according to 

the publisher, Germany’s leading monetary theorist), has made an important 


contribution to economic literature. His two-volume work, which covers all 
the problems of monetary theory and monetary policy (excluding the rdle of 
money in international relations), is an excellent introduction to this field 
of economics. The book contains an integrated reinterpretation of the views 
of most of the prominent German and non-German writers and some original 
ideas of the author himself. The book is well organized, the exposition is sys- 
tematic, and the information is, on the whole, up-to-date. 

Although the author expresses his own views forcefully, he does not de- 
velop a specific theoretical system for which he could claim original and in- 
dependent authorship. His comments and conclusions are interspersed in the 
text, and it is difficult to disentangle them from the opinions of those writers 
(or their critics) whose theories are discussed and analyzed by the author in 
detail. 

Forstmann’s eclectic approach to monetary theory is reflected in his method 
of presentation. He proceeds step by step, quoting extensively from the 
writings of other economists on each subject, and indicating his approval or 
disapproval of their opinions. Points of disagreement between different 
theories and policy objectives are clarified wherever necessary. This method 
of presentation adds historical perspective to the book. The book will be par- 
ticularly helpful to students of economics who need both elementary and ad- 
vanced instruction; and it is well suited for “practical” people, engaged in 
central banking, commercial banking, or public financial administration, whose 
understanding of theoretical problems will be enhanced by the thorough 
coverage of the existing literature in this field. 
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Precise language in the text is supported by the use of relatively simple 
algebraic equations, and occasionally by the use of diagrams. Effort is made 
to clarify the terminology of the subject by accurate definitions, and to 
facilitate the understanding of complex theoretical problems by elaborate 
classifications and sub-classifications. These efforts are, on the whole, praise- 
worthy; but the author’s excessive preoccupation with detail and the de- 
liberate use of repetition as a didactic device make the book ponderous. 

In a short review the wide range of problems discussed by the author and 
the wealth of material presented in the text can hardly be summarized. It is 
impossible to duplicate here the exposition of the ideas of many writers whose 
contributions to the text—both in volume and in substance—far exceed 
the author’s own contribution to monetary theory. The following remarks are, 
therefore, largely confined to a quick survey of the organization and con- 
tents of the book. 

The author may be described as an opponent of the “New Economics” in 
the strict sense of the term. However, his sharp criticism of elements 
of the Keynesian theory does not prevent him from accepting, by and large, 
the Keynesian approach and many Keynesian conclusions. Keynes is more 
frequently and more extensively quoted in the text than any other writer 
(most quotations, however, are from Keynes’ Treatise on Money, not from 
the General Theory). Apart from Keynesian ideas, the influence of Wicksellian 
thought appears to be predominant. Wicksell’s theory of the cumulative 
process (with some modifications) occupies a central position in the book. Al- 
together, quotations from more than seven hundred writers are incorporated in 
the text; among them are Eucken, Haberler, Hahn, Hayek, Myrdal and 
Schumpeter, who are more extensively quoted than others. This indicates 
not only a preference for books written in, or translated into, the German 
language, but also a preference for certain theories. 

The book is divided into two volumes, roughly corresponding to the division 
of the subject into “pure” and “applied” theory. The first chapter of Volume 
I contains an outline of the scope of the analysis. Forstmann’s aim is the 
integration of monetary theory with general economic theory. He sets himself 
the task of exploring all the factors which determine the influence of monetary 
phenomena on real economic processes. 

Chapters 2 and 3 contain a comprehensive discussion of the basic elements 
and principles of the theory of money, credit, and capital. In this section (pp. 
28-124) the author describes the various kinds of money, and the functions 
of money, in great detail, before he turns to the analysis of the various theories 
of value of money (pp. 125-208). The form of presentation of these theories is 
characteristically didactic procedure. They are divided into three groups: (1) 
value theories (subdivided into subjective and objective theories); (2) price 
theories (production cost and quantity theories); and (3) income theories 
(static and dynamic). The quantity theory (in any form) is rejected on 
various grounds (because it deals with symptoms rather than determinant fac- 
tors, because it ignores changes in relative prices, etc.). None of the argu- 
ments used are particularly original, but they have been given a “new look.” 
The author then criticizes Keynes’ “static” income theory (from the 
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“Treatise’’), and finally proceeds with the discussion of the dynamic income 
theory to which he subscribes (pp. 193-208). The author does not attempt 
to demonstrate here or in any other part of the book that the theories pre- 
sented are capable of statistical application. 

In the chapter on the theory of credit (pp. 209-98) the author discusses 
the interrelationship between money, credit, and capital, including the func- 
tions of the interest rate. The dichotomy between the theory of money and 
the theory of credit is for the author more than a matter of terminology. He 
emphasizes the point that real economic processes are affected primarily by 
changes in the “circulation of credit” (Geschacftskreislauf). Changes in the 
credit volume are only later reflected in the “circulation of money” 
(Einkommenskreislauf). The problems of credit creation (by the banks) are 
discussed in great detail, especially those related to the extension of credit 
in excess of the supply of savings (“‘zusactzlicher” Kredit). Such “additional” 
credit expansion (which is in most cases used for the acquisition of real 
capital) is, according to the author, one of the most important disequilibrating 
factors, because it tends to increase the money supply without a corresponding 
increase in the supply of consumers’ goods; thus a new equilibrium can be 
reached only at a higher price level (unless this tendency is compensated by 
other equilibrating factors). 

The second volume of the book deals with the application of monetary 
theory to a great variety of economic problems. In the fourth chapter (pp. 307- 
522), which is based mainly on Wicksellian and Keynesian ideas, the 
central thesis of the book is developed. The factors determining the “neu- 
trality” or “non-neutrality” of money are analyzed in detail, largely in terms 
of the Wicksellian divergence between the market rate and the “natural” 
rate of interest. The greater part of the discussion, however, is devoted to 
a critical restatement of the modern theories of saving and investment, income 
and employment. Emphasis is placed (in contrast to Keynes) on the problems 
of hoarding and dishoarding, and changes in inventories. The problems of 
“forced” saving and misdirection of investment are fully analyzed; the 
theories of the multiplier and the acceleration principle are discussed (with 
approval), and the liquidity preference theory of interest is criticized and 
rejected. This chapter also includes a general discussion of business cycle 
theories which involves much repetition of earlier arguments. 

In the short fifth chapter (pp. 523-91) the author is concerned with purely 
institutional problems. He discusses in theoretical terms the limitations of 
the functions of money and credit in different types of economic systems, viz., 
a free market economy, a “regulated” economy, and a totally planned and 
centrally administered economy. 

In the sixth chapter (pp. 592-745) the instruments and principles of 
monetary and credit policy are described and analyzed. In the discussion of 
policy objectives the author favors an active monetary policy directed toward 
the full utilization of resources. He expresses his preference for a managed 
monetary standard aiming at the stabilization of the wage level (index of 
average nominal wages) or the stabilization of a weighted price average in 
which wages are included. 
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An excellent bibliography and index complete the text. 

It is surprising to find in a recent book by a German monetary expert 
practically no reference to postwar monetary developments in Germany. The 
currency reform of 1948 is not even mentioned. ' 

The fact that the author regards the réle of money in international rela- 
tions as a matter which lies outside the scope of his investigation is re- 
grettable. It is one of the shortcomings of an otherwise comprehensive survey 
of the problems of monetary theory and monetary policy. 

Emi G. SPITZER* 


Washington, D.C. 


Business Finance; Investments and Security Markets; Insurance 


Corporate Income Retention, 1915-43. By Serce1 P. Dosprovotsky. (New 
York: National Bureau of Economic Research. 1951. Pp. xviii, 122. 
$2.50.) 

This book is the most recent of the studies in Business Finance under 
the Financial Research Program of the National Bureau. The object of the 
study (p. 1) is “to ascertain whether corporate income retention has followed 
stable patterns during the years analyzed.” More specifically, the author ana- 


lyzes the extent to which variations in income retention have been associated 
with changes in corporate profitability and how closely these variations are 
related to changes in corporate investment. 

After defining his terminology, Dr. Dobrovolsky begins his study by 
presenting charts and data on the net income, dividends, and retained income 
of all manufacturing corporations (based on U. S. Treasury Department, 
Statistics of Income, 1922-43), and similar information on a sample of 45 
large companies, and 73 small and medium-sized manufacturing companies 
for slightly longer periods. In analyzing these time series, attention is directed 
to the proportion retained at various levels of corporate net income, how 
changes in net income from one year to the next were reflected in retentions 
and dividends, the trends in corporate retentions, and the extent to which 
income retentions were affected by factors other than profitability. The author 
finds that net income retention usually began when corporations were earning 
in excess of 5 per cent of net worth. Below that level dividends were paid in 
excess of current income. In examining annual changes in net income and re- 
tained income a fairly stable relationship appeared. On an average, corpora- 
tions tended to disburse or contract dividends to the extent of about 20 to 30 
cents for each increase or decrease of $1 of net income (per $100 of net 
worth). In other words, while the corporate propensity to save varied with the 
level of income, the marginal propensity to save remained fairly stable above 
a certain level of net income. 


* The views expressed are those of the reviewer and do not necessarily represent those of 
the organization with which he is connected. 
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After this analysis of aggregates of companies, the patterns of relationship 
between income, savings, external financing, and physical asset investment 
of individual companies in single years and in longer periods are examined. 
Differences between companies also are considered. In this phase of the study 
Treasury data on all mining and manufacturing companies are used, as well 
as the samples of large, and of small and medium-sized companies. In periods 
of heavy investment, both internal and external financing tend to be absorbed. 
In periods of cyclical contraction there tends to be a disinvestment in physical 
assets, dissaving, and a release of external financing on balance. However, the 
pattern is less distinct for the samples of large and of small and medium-sized 
companies. In the concluding chapter, the relations between the rates of physi- 
cal asset expansion and retained income are examined. It is interesting that 
even when the rate of expansion was highest during the period studied, the 
absolute amount of retained income exceeded the net amount of external finan- 
cing absorbed. The findings of the study are summarized in the first chapter. 

This carefully prepared and well-documented study provides more complete 
factual information on an important controversial area than has previously 
been available. The findings will be of greater interest to general economists 
than to students of corporation finance. The reader found that the study in 
large part confirmed assumptions that he had made rather than being a 
source of new ideas, but a statistical study of this type is valuable in providing 
concrete information where such has been lacking. It should be borne in mind 
that the data pertain largely to the manufacturing sector of the corporate 
economy, and that such important areas as the railroads and the utilities are 
not covered. 

Haroip W. TorGERSON 

Northwestern University 


Public Finance 


Effects of Taxation: Corporate Financial Policy. By DAN THrRoop Situ. 
(Boston: Grad. School of Bus. Admin., Harvard University. 1952. Pp. xii, 
301. $3.75.) 

Effects of Taxation: Depreciation Adjustments for Price Changes. By E. Cary 
Brown. (Boston: Grad. School of Bus. Admin., Harvard University. 
1952. Pp. xiii, 161. $3.25.) 

These two books constitute the fifth and sixth volumes in the study of the 
effects of taxation upon business sponsored by the Harvard Graduate School 
of Business Administration. As is typical of the series, the studies are not 
expected to advance positive conclusions based upon substantial empirical 
work of actual effects of taxation upon business, but to explore the problems 
by careful analysis developed in light of a background of empirical informa- 
tion. 

The Smith study considers the effects of federal income taxes upon the 
choice of methods of corporate financing. Smith emphasizes the need for 
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considering the effects of taxation in their proper perspective, and devotes 
much space to the entire complex of forces conditioning the effects of taxes on 
financial policy in order to obtain this result. Primarily the study is analytical: 
the author attempts to explain what businessmen can be expected to do in 
response to the effects of taxes upon their cost-profit situations. But substan- 
tial empirical work was done as well; 175 men active in the business and 
financial community were interviewed to determine their actual reactions in 
respect to the tax. The results are not formally tabulated and presented 
separately, but are used as a basis for appraising the conclusions reached 
by the analytical approach, and particularly in determining the significance 
of tax factors in business decisions. The author does not seek to give a 
quantitative appraisal of the effects of the taxes, and offers few categorical 
conclusions; one important implication of the entire analysis is the realization 
that so many complicating influences affect corporate financial policy that 
simplified conclusions about tax effects cannot be made. 

Separate treatment is provided for widely held and closely controlled 
corporations, with emphasis on the difference in behavior in the two cases. 
With the former, analysis is made of the effects of corporate income taxes 
upon the relative merits of debt, preferred stock, and common stock financing. 
Smith emphasizes the fact that the tax is neutral so far as debt financing 
is concerned; it does not actually reduce the cost of borrowing unless: the 
money is used in such a manner that no increase in gross earnings is expected. 
The tax makes necessary a higher rate of return to cover preferred stock 
dividends and thus discourages this method of financing. So far as common 
stock is concerned, the problem is more complicated, and the author devotes 
substantial attention to the question of the nature of the cost which results 
from the sale of additional common stock. He reaches the conclusion that the 
dilution of prospective earnings per share is the most significant measure of 
cost. If stock sells below its asset value, dilution is almost inevitable if 
additional stock is sold. The corporate income tax, by reducing the price of 
the stock, will increase the cost of new stock issues and thus discourage them. 

On the other hand, the corporate tax, while lessening funds available for 
expansion, does not make expansion from retained earnings more costly. The 
entire income tax structure encourages retention if stockholders as a group 
wish to save their earnings. 

With closely held corporations the issues are somewhat different. The 
over-all income tax structure, with favorable treatment of capital gains, 
encourages wealthy persons to take over existing closely held corporations, 
and overcomes in part the factors discouraging investments in smaller con- 
cerns. The tax structure also encourages creation of complex capital struc- 
tures, particularly to allow retirement of senior securities from earnings. The 
strong incentive given by the tax structure for the retention of earnings is 
noted, as well as the efforts made by law to check excessive retention. In a 
final chapter the tax obstacles in the way of withdrawal of part interest from 
a small corporation are noted. 

The author avoids policy recommendations, except in respect to the treat- 
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ment of partial withdrawal of interest, and the suggestion for more liberal 
treatment of capital losses as a means of encouraging the preservation of small 
businesses. 

On the whole, the volume represents a useful addition to the literature. The 
reader may be disappointed at the somewhat meager results of the empirical 
work and the lack of quantitative appraisals of the effects of the tax structure 
on such questions as debt financing. But the complicated nature of the problem 
has limited contributions along these lines. Perhaps the chief deficiency in the 
whole analysis, and one recognized by Smith, is the lack of knowledge of the 
extent to which the corporate income tax is shifted. The analysis is based 
upon the assumption—explicitly stated—that shifting does not occur; to the 
extent that it does, many of the conclusions are not applicable. Much more 
study of the incidence of the corporation income tax is urgently needed. The 
author also does not attempt to develop the related question of the significance 
of the tax structure and government expenditures for the general interest rate 
level; modifications in the latter would alter some of the conclusions reached. 

The Brown volume deals with the tax aspects of a problem which has been 
brought into prominence in recent years by inflationary trends—that of the 
significance for measurement of depreciation and business profits of the gap 
which has arisen between original cost and replacement cost of capital assets. 
In inflationary periods depreciation charges based upon original cost do not 
supply sufficient funds to maintain intact the real capital assets of the firm; 
thus in a sense current profits are overstated. Essentially the present tax 
treatment includes in current income the increased value of existing capital 
assets produced by price increases. The question is closely related to that of 
inventory accounting, which has received much more attention in the litera- 
ture, and was analysed in detail from a tax standpoint in an earlier volume in 
the Harvard series. Brown’s study, facilitated by his extensive background 
in both accounting and economics, is the first thorough analysis of the de- 
preciation question from a tax standpoint. 

The early chapters are devoted to a discussion of the significance of price 
changes for business firms, a survey of business practice in experimenting with 
replacement cost depreciation for nontax purposes, and an estimate of the 
annual magnitude of the gap between original and replacement cost deprecia- 
tion. The author’s estimate is a figure of from $2 billion to $2-1/2 billion in 
the postwar years. Only limited empirical study of actual use of replacement 
cost accounting was possible, since experiments were discouraged by account- 
ants and government agencies. 

Chapter 4 contains an evaluation in terms of equity and economic effects 
of a shift to replacement cost for tax purposes. Brown regards a complete 
change in the concept of taxable income from monetary income to real income, 
if administratively feasible, as one which would increase the theoretical equity 
of the tax structure. But he regards the allowance of replacement cost de- 
preciation, in the absence of such a general change, as undesirable from an 


*J. K. Butters, Effects of Taxation on Inventory Accounting and Policies (Boston, 1949). 
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equity standpoint, since it would discriminate against the holders of financial 
assets compared to the holders of depreciable assets. 

So far as economic effects are concerned, it is concluded that the use of 
replacement cost depreciation for tax purposes would be a destabilizing 
influence, whereas its use for corporate reports and policy purposes would 
be a stabilizing influence. Brown regards the former influence as the more 
significant one. From the standpoint of long-run effects in an inflationary 
period, the replacement cost basis would increase the level of capital forma- 
tion, but this result is not necessarily advantageous. 

The latter portion of the book is devoted to a survey of the various 
alternative methods of adjusting depreciation accounts for capital-asset price 
changes, and of the question of the appropriate index for making the changes. 
A basic conflict is encountered, in respect to both these questions, between 
procedures which are theoretically logical and those which are administratively 
feasible. At best the result can be only an uneasy compromise. In regard to 
methods the problem of variations in the extent of regularity of replacement 
is a serious complicating factor. In the selection of an index, the diversity in 
variation of prices of various types of capital assets and the fact that quality 
of capital goods increases over the years pose almost insuperable problems, if 
any high degree of accuracy is considered essential. 

In conclusion, Brown favors the continuation of the original cost basis, 
primarily because it results in less inequity for the holders of financial assets 
as compared to the holders of capital assets, and partly because of the prob- 
lems in the establishment of a suitable method of adjustment and a usable 
index. While some persons will question these conclusions through a different 
weighting of conflicting considerations, Brown’s study demonstrates clearly 
that there is no simple solution to the problem, and that the obstacles to a 
more satisfactory treatment are very substantial. The book is a very worth- 
while addition to tax literature. 

Joun F. Due 

University of Illinois 


Effects of Taxation on Industrial Location. By Jor SuMMERsS FLoyp, Jr. 
(Chapel Hill: University of North Carolina Press. 1952. Pp. ix, 155. 
$3.00.) 


The basic purpose of this brief volume seems to be to ascertain tax 
differentials among specified cities in nineteen states and specified rural sites 
in thirteen states. The method assumes that identical, particularly described 
textile, furniture, and tobacco manufacturing plants are alternatively lo- 
cated at each of several sites (there is an assumption of city-rural sites in 
the instance of the tobacco plant). Then the author computes the general tax 
liabilities under local legal and administrative conditions for purposes of 
comparison. In general the taxes examined appear to include the state income, 
franchise, and state and local property taxes. The author seems to exclude such 
taxes as gross receipts licenses of Virginia cities, flat-rate licenses of Alabama 
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cities, and income taxes of Ohio cities. He appears also to omit all state 
excises imposed under general sales tax laws on lubricants and in the form of 
gasoline taxes on liquid fuel used incident to manufacturing, public utility 
taxes collected from producers and remitted to the state, and other miscel- 
laneous revenue measures. 

The data presented enable the author to estimate the general tax bill for 
a selected year and the differentials among the obligations which the manu- 
facturing corporations described would have to meet at the several sites. 
The evidence indicates that the amounts due would vary widely from state 
to state and even from site to site within individual states. The difference 
between the lowest and the highest tax bill would amount to 2 per cent of 
the hosiery manufacturing corporation sales and 3.4 per cent of the furniture 
corporation sales. The differential among the computed tax bills in the case 
of the tobacco manufacturing corporation would be less than 1 per cent of 
sales. The intrastate differentials of the hosiery corporation range from 0.02 
per cent of sales in the Kentucky rural sites examined to 1.26 per cent in 
New Jersey urban sites. The study discloses some significant results with 
respect to the size of the tax bill in particular states. For example, it is 
apparent that the hosiery manufacturing tax loads as analyzed are sub- 
stantially lower in Connecticut and Massachusetts than in Arkansas, Georgia, 
Mississippi, North Carolina, South Carolina, and Virginia, notwithstanding 
the widespread impression that textile manufacturers have moved from New 
England to these states to avoid high taxes. In viewing the relationships 
between taxes and industrial development, the author, like other students of 
kindred subject-matter, finds little evidence of correlation. Notwithstanding 
the lack of a definable relationship, the author expresses concern over the 
lack of uniform state and local revenue practices and develops suggestions 
for correction. 

The study deals with tax differentials, but it does not show that they affect 
industrial location. Also, there are some unfortunate errors of detail as, for 
example, the misunderstanding (pp. 92 and 93) of the Kentucky property 
classification statutes. Although the incomplete coverage of manufacturers’ 
taxes might seem unfortunate, the failure clearly to set out what is and what 
is not included is more objectionable. 

Viewed as a whole, the book seems clearly to make a net contribution to 
the analysis of manufacturing taxation. The text is presented in an attractive, 
clear, and vigorous style. The suggestion that the study can be helpful to 
both public officials in policy determination and to industrialists in the 
selection of manufacturing sites ee represents a modest viewpoint. 

James W. MARTIN 

Bureau of Business Research 

University of Kentucky 
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International Economics 


Trade and Payments in Western Europe. By Wi1t.L1AM DiesoLp, Jr. (New 
York: Harper and Brothers, for the Council on Foreign Relations. 1952. 
Pp. xvul, 488. $5.00.) 

This book is a well-documented analysis of the efforts toward economic 
cooperation among western European nations since the war. In three main 
parts, each roughly a third of the text, the author analyses (a) the development 
and operation of the European Payments Union and its antecedents; (b) the 
efforts to remove import quotas, reduce tariffs, and curb discriminatory prac- 
tices of cartels and governments; and (c) the experience of Benelux and the 
proposals for other customs unions. This is the second in a three-volume series, 
sponsored by the Council on Foreign Relations, on economic problems of west- 
ern Europe. The first was a study of the European Recovery Program, The 
Economics of Freedom, 1950, by Howard Ellis and the Council staff. The 
third volume, now in preparation by Diebold, will deal with attempts to unify 
certain industries, like the Schuman plan for steel and coal, and steps toward 
economic integration other than customs unions. 

So far as I know, the present volume is the most comprehensive study 
available in English of European economic cooperation. It is a timely book on 
one of the big problems of our day. The approach is aptly put by the author: 
“This book is neither an exhortation to the Europeans to cooperate nor an 
apologia to the Americans on behalf of the Europeans, showing how hard it is 
to cooperate. It is simply an attempt to help understand the events of these 
four years.” In his conclusions, the author is equally modest. After presenting 
fairly the pros and cons of each issue, he cautions repeatedly against sweeping 
generalizations. Concerning customs unions, he emphasizes both the trade- 
diverting and the trade-creating effects. In evaluating EPU, after detailed 
analysis of its operations, he finds the material results relatively small and 
raises serious doubts whether EPU alone means a measurable advance toward 
general convertibility of currencies. 

The specialist in international trade, as well as the more general reader, 
will find this a rewarding book. For the former, in particular, there is an ex- 
cellent critical bibliography of some thirty pages. The author is unusually 
generous in giving credit to others for even the smallest ideas. 

J. Ricuarp HuBER 


University of Washington 


International Cartels: Economic and Political Aspects. By KENNETH L. 
Mayatt, (Rutland, Vermont: Charles E. Tuttle Co. 1952. Pp. x, 173. 
$2.75.) 

This report of research in the literature of cartels is notable chiefly for the 
positiveness of its conclusions. The author sets “objectiveness” as his goal, 
and undertakes to subordinate wishful thinking on the cartel question to “the 
plane of reality.” The reality that emerges is familiar: international cartels 
are so ingrained in thinking and practice throughout the world that they 
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must be accepted as here to stay. A unilateral American policy of inter- 
national trust-busting would be futile, and the substitution of governments for 
private participants would result in added dangers and no probable improve- 
ment in conduct. This position is quite defensible even though it is not the 
only position which the evidence can be made to support. 

The author is unwilling, however, to permit this inevitable movement to 
run rampant without controls, and at this point his realism becomes some- 
what diluted. He proposes: (1) registration of international private agree- 
ments, and the establishment under the United Nations of a technically com- 
petent legal tribunal to pass judgment on violations of international antitrust 
regulations; (2) guarantee of adequate consumer representation in all inter- 
governmental commodity control agreements; and (3) fair and impartial 
distribution of raw materials under control of a nonpolitical international 
economic council. These recommendations are likely to appear as decidedly 
less than “realistic” to anyone familiar with the difficulties actually encoun- 
tered in the far simpler task of regulating private domestic industries in single 
countries, or to anyone who has won battle-scars as an active participant in 
any recent American attempts to set up effective consumer representation as 
a formal adjunct of regulatory agencies. 

Among the more interesting portions of the book are the sections devoted 
to cartel policy conflicts between the Departments of Justice, Agriculture and 
State, and to the probable resurgence of industrial and financial concentration 
in Japan. The author’s involved style makes it difficult at times to follow 
his argument. 

Ben W. Lewis 

Oberlin College 


Der Aussenhandel zwischen marktwirtschaftlich organisierten und zentral- 
geleiteten Volkswirtschaften. By Writ Grar. (Zuerich and St. Gallen: 
Polygraphischer Verlag A.-G. 1951. Pp. 190.) 

This book deals with the foreign trade between national economies 
organized on the basis of the market system of economy and those organized 
on the basis of direction by central authorities. The first section of the book 
gives a brief textbook-like description of the functioning of the private enter- 
prise system and of foreign trade between market economies. The second 
section gives a description, in similar terms, of the functioning of a state- 
planned economy and of foreign trade between planned economies. In the 
third section which deals with the trade relations between capitalist and 
socialist economies, the author gives an able and well-informed analysis of 
the theoretical problems involved. However, a more concrete discussion of 
some of the actual trade agreements—in particular, the history of the post- 
war trade relations between Sweden and the Soviet Union, which well illu- 
strates the practical problems arising in this connection— would have added 
to the value of the book. 

When the book went to press (July 1950), the fate of the International 
Trade Organization was not yet decided. Since then, opposition from American 
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economic groups—both those favoring more liberal trade agreements and those 
favoring more protection—induced the Truman administration to refrain 
from submitting the Havana Charter for an I.T.O. to Congress for ratification. 
The Havana Charter constituted a compromise between the different groups 
of countries in the private enterprise camp. While provisions were made for 
state trading by socialist countries, these provisions were not a major point 
of controversy, quite aside from the fact that Russia was not represented in 
Havana, and that she would not have permitted her satellites, two of which 
had attended the Havana Conference, to join the 1.T.O. in any case. 

The inability of the free enterprise countries to accept common rules of de- 
sirable conduct in their trade relations shows that the antagonism between capi- 
talist and socialist countries is only one of the basic problems in the field of in- 
ternational economic affairs. Within the private enterprise camp, the economi- 
cally underdeveloped countries find themselves aligned against the countries 
with advanced industrial economies; and countries whose inability to deal 
effectively with the problems of inflation and overpopulation has put them 
in balance-of-payments difficulties find themselves aligned against the 
countries with “hard” currencies. 

Dr. Graf makes it quite clear that the main difficulty in dealings with the 
Soviet Union and her satellites is not, as in the case of trading among private 
enterprise countries, the effect of trade on balances of payment. The planned 
economies of the Soviet sphere are import-oriented rather than export- 
oriented. They export only because they need funds with which to pay for 
needed imports, and they have no incentive to create an export surplus. At 
present, this is due to the high rate at which industrialization is being pushed, 
with the resulting emphasis on the use of resources for domestic investment. 
Moreover, the chances are that under a system of the Soviet type, the ruling 
group could always think up projects to which resources have to be diverted, 
even if the Soviet sphere were to attain so high a level of income that the 
proportion of income saved might reduce consumer demand below the level 
required to keep resources fully employed. 

In this connection, Graf points out that it is doubtful whether Russia’s 
distress export sales of raw materials and foodstuffs during the period of her 
first five-year plan, which coincided with the Great Depression, can be classi- 
fied as dumping. The Soviet currency is entirely a domestic currency and any 
foreign exchange rates relating to it are arbitrary and fictitious. Thus, it is 
almost impossible to make cost comparisons between Russian-made goods 
and competing goods sold by private enterprise economies which would indi- 
cate whether a Russian export conforms to the definition of dumping. 

The granting of most-favored-nations treatment and of tariff concessions 
is meaningless in the case of a government that can decide about the quantity, 
composition, and origin of its imports by actual purchasing policies rather 
than only by affecting import prices through the medium of tariff duties. Thus, 
the United States, in its trade agreements with the Soviet Union, insisted 
that Russia obligate herself to purchase a minimum amount of goods, stated 
in value terms (millions of dollars), from the United States. 

The principal obstacle to trade between capitalist and socialist countries 
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appears to be the difficulty which private importers and exporters encounter 
in dealing with the foreign trading agencies of socialist governments which can 
act aS monopolists and monopsonists. These difficulties are especially pro- 
nounced in the case of those desiring to export to the Soviet sphere. Like the 
giant corporation buying from small business enterprises, the foreign trading 
agency of the Soviet type is able to insist on relatively low prices in buying 
from enterprises in the capitalist countries. Moreover, the private firm which 
produces for Russian consumption, and expands its productive capacity in 
that connection, runs greater risks of potential excess capacity than if it 
produced for a diversified group of competing customers, withdrawal by none 
of whom would greatly damage its business outlook. The Russians are quite 
cognizant of the favorable position in which their monopsonistic power puts 
them. Graf quotes utterances by Mikoyan, the boss of the Soviet trading organi- 
zations, which show that the Communist regime greatly resents any attempts 
by private enterprisers to protect themselves by combining in cartel-like 
agreements for purposes of exporting to Russia. Mikoyan threatens such 
insubordinate capitalists with the withholding of purchasing orders from them. 
Of course, even if government arrangements or private cartels could be 
effective in equalizing the market power of private exporters with the market 
power of Soviet trading agencies, such arrangements would not be desirable 
because they mean a gradual expansion of the government-directed or 
cartel-directed segments in the free enterprise economies. Business circles in 
Germany and Japan which are hopeful of expanding their trade with Russia, 


Eastern Europe, and Red China may well pay heed to Graf’s intelligent 
analysis. 


WERNER BAER 
Hunter College 


Business Administration 


Methods of Wage Payment in British Industry. By Norman C. Hunt. 
(London: Sir Isaac Pitman & Sons, Ltd. New York: British Book Centre. 
1951. Pp. xiv, 160. $4.00.) 

Methods of Wage Payment in British Industry is written primarily as a 
textbook for students of management. It is essentially a descriptive and non- 
theoretical treatment of the methods of paying rank-and-file workers. 

Hunt starts his discussion of wage payment systems by casually comment- 
ing on the use of nonfinancial incentives and on the limitations of financial 
incentives. As examples of the former he cites the Hawthorne Experiments 
and the work of R. B. Wolf in an American paper and pulp mill. He considers 
the weaknesses of financial incentives to be: (a) social security from the 
cradle to the grave: (b) high taxation; (c) diminishing returns, and (d) 
the “restrictionism” of organized labor and organized capital. 

The remainder of the book consists of a ten-page chapter on the time rate 
system, a four-page chapter on conditions of production most suited to a 
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system of payment results, and equally brief chapters on (a) the extent of 
payment by results, in British industries; (b) trade union attitude to payment 
by results; (c) the individual piece-work system; (d) problems of rate- 
fixing; (e) premium bonus systems; ({) group incentives; (g) merit rating, 
and (h) profit-sharing and co-partnership. 

The main contribution of this book is found in the chapter on the extent 
of payment by results in British industries. Hunt quotes a 1949 survey by the 
Ministry of Labor which shows that 29 per cent of the manual workers in 
the industries covered by the study were paid by results. (The study did 
not include: office workers, shop assistants, travellers, clerks, most salaried 
workers, or those engaged in agriculture, coal mining, railway and shipping 
services, longshoring, the distributive and catering trades, the entertainment 
industries, commerce and banking, and domestic service.) After citing these 
statistics, Hunt succinctly describes the prevailing wage practices in some of 
the more important British industries, ¢.g., iron and steel, shipbuilding, wood 
working, building, printing,’ textiles, etc. Unfortunately, Hunt sticks to a 
narration of details rather than making a critical analysis. 

In the final chapter the author attempts to establish the criteria of a good 
incentive plan (i.e., systems of payment by results). He lists the following: 
(1) Fairness: ‘‘The system must be fair to all concerned and contribute to 
the benefit of both employer and employee,” (2) No rate-cutting. Mr. Hunt 
advises that . . . “in order to achieve accuracy in rate fixing, it will be de- 
sirable in many cases to employ time-study.”’ (3) Simple: “It is essential that the 
wage incentive system be reasonably simple, so that the ordinary worker can 
understand it and estimate the amount of bonus he is earning. . . .” (4) 
Balanced. “It is important, too, that the wage incentive system should not 
upset the natural balance of wage rates within the plant... .” (5) Complaints. 
“Finally, there should be channels through which the workers can make 
enquiries regarding their wages, and, if necessary, lodge complaints or ap- 
peals.” 

The critical reader will wonder as to the meaningfulness of some of 
Hunt’s criteria. Anyone who has attempted to administer wage incentive in- 
stallations will realize that “fairness” is a fuzzy concept. The criteria used 
for judging fairness are numerous and are often contradictory. Case studies 
of wage incentive installations indicate that frequently management’s value 
judgments as to what is fair or unfair are antithetical to the views of the 
workers. 

The difference in point of view between workers and management is high- 
lighted when one analyzes rate-cutting. Hunt’s criterion of “No rate-cutting” 
becomes meaningless when one recognizes the existence of fundamental 
differences in definition. To Hunt, a rate cut occurs only where a standard of 
production is changed without a corresponding change in the method of 
production. From the point of view of the worker a rate cut may be defined 
as any decrease in rate of pay per unit of output. Hence, if, due to a 
mechanical improvement, a worker’s output is doubled, and his pay is not 
increased in direct proportion to the increase in his output, he may argue that 
his rate has been cut. In actual practice one finds that workers frequently 
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compromise on what they are willing to accept as their “fair share” of 
increased productivity; however, very seldom do they accept Hunt’s defini- 
tion. 

Hunt’s book adds little to our understanding of the use of various wage 
payment plans. Part of this is due to his tendency to oversimplify, part is due 
to his failure to consider recent research on the efficiency of both financial 
and nonfinancial incentives (e.g., he limits his discussion of nonfinancial 
incentives to a terse report of the study of behavior at the Hawthorne Works 
of the Western Electric Company conducted twenty odd years ago, and to 
R. B. Wolf’s work done at the turn of the century). Part is due to Hunt’s 
failure to analyze critically problems encountered in administering systems 
of payment by results. If he had made a rigorous study of the use of wage 
payment plans he should have seen that there are inherent in most systems 
of payment by results certain weaknesses which tend to limit their efficacy in 
paying rank-and-file factory workers. These limitations may be summarized 
as follows: 

1. Precise standards of performance cannot be established. Machines, men 
and raw materials may vary from day to day and from hour to hour. It is 
practically impossible to completely standardize job conditions. Even if 
jobs could be standardized, there would be room for considerable debate as 
to “correct” standards. Weaknesses in the technique of time study (i.c., 
human errors in reading the stopwatch, in leveling, and in determining fatigue 
and delay allowances), prevent the determination of exact and correct 
standards of performance. 

2. The use of ¢ system of payment by results sharpens and accentuates 
differences between the goals of management and those of workers. The theory 
underlying the use of wage incentives holds that a system of payment by 
results puts men into business for themselves, and in pursuing their own 
self-interest workers will increase their rate of output; hence, it is reasoned, 
wage incentives provide a technique for stimulating increased production by 
enabling workers to increase their earnings, The weakness of this logic 
arises from the fact that the worker’s self interest not only prompts him 
to increase output, but also encourages him to fight for lenient standards of 
output. Wage incentives directly translate into money income differences of 
opinion as to appropriate standards of output and proper allowances for 
variations in job conditions. 

3. Wage incentives tend to distort traditional wage structures. The use of 
a system of payment by results injects a dynamic element into the wage 
structure. Traditional wage differentials are often upset. From the workers’ 
point of view such changes frequently appear illogical and unreasonable. 
This distortion of the wage structure seems to be inherent in the use of systems 
of payment by result in remunerating rank-and-file factory workers. It 
arises out of (a) differences in potential earnings on different jobs; (b) 
difference in the ability of workers on the same job, and of the individual 
worker on differents jobs; (c) differences in the pressures that groups of 
workers may apply in loosening up standards of output. 

These debilities do not necessarily nullify the value of systems of payment 
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by results; but, they do indicate areas of study that should be covered in a 
book directed toward preparing students for management. Unfortunately, 
Methods of Wage Payment in British Industry describes only the more 
common systems of remuneration and the more frequently discussed weak- 
nesses of each. It fails to probe deeply enough to come to grips with the 
fundamental problems of wage and salary administration. 
B. WoLF 
University of Chicago 


Marketing Research. By Davin J. Luck and Hucu G. Waters. (New York: 
Prentice-Hall. 1952. Pp. viii, 532. $5.75.) 


Reflecting the increasing interest in marketing research both among business 
men and our academic institutions, this introductory text in the field is 
designed to provide an “adequate and up-to-date treatment” of the subject 
that will serve the needs of practitioners and college students alike. Like most 
of its predecessors and contemporaries,! Marketing Research is concerned 
primarily with techniques and applications. It contains little that is new in 
either of these areas. 

The volume is organized into four parts as follows: (1) getting acquainted 
with marketing research; (2) sources of marketing data; (3) techniques of 
marketing research; and (4) the application of marketing research. Each 
part is preceded by a brief introductory statement outlining the nature and 
significance of the material covered in the chapters which follow. The reviewer 
has little fault to find with the organization of the material. He believes, 
however, that Part IV could well have been enlarged without unduly lengthen- 
ing the book. Too much emphasis on techniques and too little stress upon 
applications have characterized most textbooks in this field. Moreover, for 
convenience in use, he wonders why the “Suggested Readings by Chapters” 
are not listed at the close of each chapter rather than following the appendix. 
Furthermore, “Marketing Research as a Career” seems out of place immedi- 
ately following “Organization of Marketing Research” and preceding ‘“‘Second- 
ary Data.” A more logical place for discussion of the subject would seem 
to be at the beginning or the end of the book. 

So far as the text matter itself is concerned, the reviewer was pleased with 
the recognition accorded the scientific method—“The one great criterion that 
distinguishes research from [non-research] procedure is scientific method” 
(p. 5); with the helpful figures and illustrations, particularly those in chapter 
15; with the careful presentation of the various research techniques involved 
in the solution of economic problems—chapters 6-16; and with the wide 
range of reference material presented. 

On the other hand, he was disappointed with the treatment of sampling, 
despite the additional material presented in Appendix A; with the lack of 


"For example, American Marketing Society, The Technique of Marketing Research 
(McGraw-Hill, 1937); L. O. Brown, Marketing and Distribution Research (Ronald 
Press, 1949); R. Ferber, Statistical Techniques in Market Research (McGraw-Hill, 1949) ; 
M. S. Heidingsfield and A. B. Blankenship, Market and Marketing Analysis (Henry Holt, 
1947); and J. H. Lorie and H. V. Roberts, Basic Methods of Marketing Research (McGraw- 
Hill, 1950). 
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greater explicitness in certain statements such as “. . . there remain ahead 
three steps without which the research will not bear fruit. One of these [is 
interpretation] .. .” (p. 323) (but the other two are not mentioned specif- 
cally); and with the lack of uniformity and completeness in footnote refer- 
ences. In many instances, neither names of articles from which quotations are 
taken nor page numbers in the periodical noted are shown. 

The reviewer was disappointed that neither review and discussion questions 
nor short cases and problems related to the subject matter were included, 
Since he is convinced that effective instruction in marketing research neces- 
sitates active student participation in various projects involving the assembly 
of pertinent information upon which sound business decisions may be based, 
he hopes the authors will give proper consideration to including sample 
projects when Marketing Research is revised. It is possible, of course, that 
such projects are to be included in an accompanying Teacher’s Manual. 

It is all too easy to criticize, even on a constructive basis, and fail to 
recognize the contributions of writers in economic literature. Certainly 
Marketing Research reflects careful planning, conscientious if not complete 
documentation, and broad familiarity with the literature in the field. And it 
includes the major topics which an introductory course should provide. The 
authors, well-acquainted with other textbooks in the field, have sought to 
develop various concepts of marketing research which their teaching and 
business experience have revealed to be most important. Despite its minor 
shortcomings, there is little doubt that it will find favorable acceptance in the 
academic field and be used by numerous young men seeking a better under- 
standing of the nature, scope, and applications of marketing research. 

DELBERT J. DUNCAN 

University of California 


Industrial Organization; Public Regulation of Business 


Lessons of the British War Economy. Edited by D. N. Crester. (London 
and New York: Cambridge University Press. 1951. Pp. xii, 260. $4.50.) 
D. N. Chester deserves the thanks of economists for collecting these thirteen 
essays which review some of the principal developments in the control of the 
British economy during the war. Most of them were written by economists 
who served as wartime civil servants. The volume will be particularly valuable 
to American economists who do not have time to read lengthy official histories 
or detailed monographs: it is written in language which they can understand 
and addresses itself to problems in which they are interested. It is, however, a 
collection of reminiscences rather than an economic analysis of techniques of 
controlling a war economy. 
Chester’s own contribution, as a political scientist, is an essay which should 
give American readers some “feel” for the organization of the British govern- 
ment at “high levels,” and the important ways in which its functioning differs 
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from that of the American government at similar levels. One of the problems 
which he discusses most interestingly, however, is the dilemma of the 
academic “‘temporary”—torn between the necessity to take broader, deeper, 
and longer views if he is to make the only contribution of which he is uniquely 
capable; and the apparent necessity to immerse himself in practical detail if 
he is to be effective. Crossing the Atiantic does not blur this dilemma. The 
impression left by most of the other essays in this volume is that it was 
usually resolved in Londen as in Washington by suppressing one’s academic 
impulses. The “lessons” drawn by the authors are typically empirical and 
“practical.” 

Austin Robinson’s essay on “The Overall Allocation of Resources” is a case 
in point. He divides the war into “phases,” and traces from phase to phase 
the shifts in production, the associated changes in “limiting factors” on pro- 
duction, and the modifications which were required (or made) in allocation 
machinery and techniques. Examples of Robinson’s lessons are: “We took too 
little account of the limits of local labor supply”; “there was . . . far too little 
appreciation of the possibilities of subcontracting.” 

Other practical examples are contained in essays dealing with specific 
problems of allocation and rationing by Ian Bowen (control of building), 
Percy Ford (allocation of timber), Richard Pares (work of a departmental 
priority officer), and W. B. Reddaway (consumer rationing). Bowen is 
particularly convincing (and “practical” in the best sense of the term) in argu- 
ing the necessity of a large measure of devolution in allocation machinery (a 
lesson the War Production Board learned slowly and reluctantly). Those who 
have had experience with similar schemes will not be surprised to learn from 
Bowen that the initial allocation of building labor was essentially an attempt 
to guess the status quo, and that subsequent changes usually involved decisions 
at the Cabinet committee level. Ford explains the special problems of allocat- 
ing a material with a multitude of diverse uses and users. He is more aware 
than most of the authors that the suppression of the price system creates 
difficulties which are costly (e.g., in scarce manpower) to overcome, if they 
can be overcome at all. Pares tells an interesting story of controls from the 
point of view of the individual department—in his case the Board of Trade, 
mainly responsible for civilian supply. His perpetual problem was to obtain 
from the various allocating authorities allotments of steel, timber, fuel, man- 
power, etc., which were reasonably in balance; but he thinks this problem was 
simpler for the Board of Trade than other Departments because they learned 
(a) that there is no “irreducible minimum” of civilian consumption, and (b) 
strict balance in the output of various consumption goods is not necessary. 
I would argue that there is no essential difference in these respects between 
civilian requirements and those of the services. 

Reddaway has interesting and shrewd comments on problems of consumer 
rationing. On specific vs. group (“point”) rationing he tells us that the 
British began with specific rationing because of presuppositions carried over 
from World War I; and shifted toward group rationing not mainly because 
of the economists’ “freedom of choice’ argument but because of the practical 
difficulties in having large numbers of separate schemes and coupons. He does 


i 


BOOK REVIEWS 219 


not think this trend can go all the way because the practical administrative 
difficulties in a general expenditure ration would be “insuperable.” On the 
problem of enforcement he writes the last word: ‘“‘The successful enforcement 
of a rationing system and the avoidance of a black market is not primarily a 
matter of test shopping, flying squads and the like, but rather of devising a 
rationing system which will be relatively easy to enforce, and which will, 
indeed, to a large extent ‘enforce itself’”’ (p. 192). 

Two other accounts of successful operations based on a systematic devolu- 
tion of functions are given by G. C. Allen (concentration of production policy) 
and A. W. Menzies Kitchin (local administration of agricultural production). 
Concentration of production in many civilian industries (to release labor and 
factory space) was achieved by a staff in the Board of Trade which was 
minuscule by American government standards. Essentially it operated by 
laying down general rules and objectives, and letting firms get together to 
form groups and concentrate themselves in accordance with the rules. Prob- 
lems which would have been formidable or insoluble with a centralized ap- 
proach (e.g., defining industries, fixing compensation) almost solved them- 
selves. Objectives were achieved speedily and flexibly. The control of agri- 
cultural output was in some respects similar. The Ministry of Agriculture 
relied mainly on manipulation of the price mechanism to establish the general 
pattern of production, and delegated to County War Agricultural Executive 
Committees authority to carry out its policies regarding drainage, tillage, use 
of fertilizers and imported feeding stuffs, the employment of farm labor, and 
farm management. By 1943, with a very moderate increase in the labor force 
(much of it unskilled) the net output of agriculture in the United Kingdom 
had increased by 70 per cent measured in calories or proteins, and by 30 per 
cent in money values at fixed prices. 

E. F. Nash in his essay gives a less favorable account of the control of 
agricultural prices, which degenerated, in his opinion, to a form of collective 
bargaining. He also tells the story of the stabilization of the official retail 
price index with its 1904 weights and the associated story of the food sub- 
sidies. The problems and their solutions have an Alice-in-Wonderland quality. 
By 1947 Mr. Dalton was increasing the subsidies (and reducing the prices) on 
“high leverage” rationed items in the index like sugar and eggs to offset the 
effect of his increase in the cigarette tax! 

Two essays discuss the impressive development of British official statistics 
during the war. Richard Stone’s is essentially an historical digression on the 
White Papers on National Income and Expenditure which have accompanied 
every British budget since 1941. It is now difficult to realize that before the 
war there were no British official estimates of national income or of industrial 
production, and that, for example, no attempt had ever been made to project 
the balance of payments. Stone writes with the justified enthusiasm of one who 
played a primary role in correcting this rather incredible situation. G. D. A. 
MacDougall’s essay on the Prime Minister’s Statistical Section is really 


* This is simply asserted (p. 185), but the reader can infer reasons from the discussion 
of enforcement and of “pointing” problems. 
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addressed to the adminstrative problem of providing a chief executive sur- 
rounded by autonomous and well-staffed departments with unbiassed infor- 
mation and disinterested advice. The same problem, of course, exists in the 
United States, and was “solved” during the war by a succession of individuals 
and ephemeral agencies in the Executive Office of the President whose rela- 
tions with the President were highly personal. The Prime Minister’s Statistical 
Section was apparently a similar sort of device, completely dependent on Lord 
Cherwell’s personal relations with Mr. Churchill, taking its flavor from 
Cherwell, and disappearing with the change in government in 1945.* 

MacDougall unfortunately says nothing about the substantive aspects of 
his work—presumably for reasons of security. 

The most surprising and disappointing aspect of the volume is the almost 
complete absence of economic analysis—or even of curiosity about the rele- 
vance of economic science to the problems of allocating resources in a wartime 
economy. The wartime experiences of these economists led them to no re- 
examination of theory as, for example, J. K. Galbraith’s experience in OPA 
inspired his penetrating essay on the “disequilibrium system.’* The “lessons” 
learned by this group were almost exclusively “practical.” My impression is 
that intelligent ‘“‘temporaries” drawn from faculties of philosophy or classical 
languages would have emerged with similar “lessons.” As evidence, the essay by 
Pares, a professor of history, is indistinguishable from this point of view from 
most of the rest. 

I felt this lack of analysis most keenly in Austin Robinson’s essay on the 
overall allocation of resources, where it would have been most appropriate. 
One would never know from reading this essay that there are economic theories 
about the optimum allocation of resources—that this is, in fact, what economic 
theory is about. “The golden rule of all planning,” Robinson tells us on page 
57, “is that it must be done in terms of the scarcest of the resources.” This is 
a peculiar rule for an economist to regard as “golden.” It is obviously right 
in an extreme and trivial case where one resource is scarce and all others free 
goods. In other cases it is not true that an optimum allocation can be achieved 
while ignoring constraints imposed on all resources save one. The golden rule 
of economic planning, as I remember it, is to make each resource equally 
scarce (in a precisely defined sense) in all alternative uses. This involves 
making all intermediate products equally scarce (in the sense that the mar- 
ginal cost of augmenting each is proportional to its value). Robinson searches 
throughout his essay for an elusive “limiting factor,” never defining what he 
means and apparently not realizing that if he could find one, it would consti- 
tute prima facie evidence of bad planning or bad management. 

Robinson is tantalizing in a brief discussion of joint planning with the 
United States. Decisions as to what should be produced by each of the Allies 
“were in the main taken on pragmatic grounds. . . . In the later stages of 
preparation for the Normandy invasion attempts were made, it is true, by the 


*It was resurrected by Churchill in a different form on his return to office in 1951. 
* Am. Econ. Rev., June 1947, XX XVII, 287-302. 
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Ministry of Production and American officials in London to work out the 
criteria for more rational decisions: Some calculations of considerable 
academic interest were made. ... But while these calulations may have made 
some small marginal contribution . . . they had little or no major influence on 
the broader planning” (p. 47). The only interesting question to Robinson, 
apparently, is whether a rational economic calculus did in fact have a major 
influence; his readers will be interested in whether it should and might have 
had such an influence. Did the “pragmatic” decisions reduce the efficiency of 
allied use of resources by 1 per cent, 10 per cent, or 50 per cent? 

Robinson’s answer may well be that predictions regarding the future 
course of a war are so fraught with uncertainty that a rational calculus is 
inappropriate. Apparently for this reason he asserts: “It is by no means cer- 
tain that more careful prewar analysis of an economico-statistical character 
would have produced substantially better results than the empirical methods 
which were in fact adopted” (p. 41); and elsewhere: “the power to make 
rapid change in the disposition of the nation’s resources was the greatest war- 
winning weapon of all” (p. 36). I would agree emphatically with both these 
judgments, but draw a different moral. An analysis of an “economico-statisti- 
cal” character based on a single set of single-valued expectations about the 
future course of the war would be quite likely to give worse results than 
“empirical methods.” But surely our analysis does not have to be so restricted; 
we can plan for multiple contingencies and we can include flexibility as an 
essential objective. It is not apparent that the empirical methods used did in 
fact impart any special flexibility to the economy. If economics is now too 
retarded to make such analyses, it would seem to be an important lesson of 
our war experience that we need to develop the necessary methodology. 
Perhaps Robinson agrees; at least he is convinced that “there was nothing 
like sufficient background study in peacetime of the economic problems and 
limitations of conducting a total war” (p. 57). 

There is remarkably little in these essays concerning relations between 
military production programs and the economy. This may be because there is 
no contribution from the Ministry of Production, and because MacDougall, 
who must have been involved in such problems, does not feel free to discuss 
them. Robinson complains generally that there was too little contact and ex- 
change of ideas between the military planners on the one hand and those who 
were charged with thinking about the use of our total resources on the other; 
but he appears to have in mind merely the prevention of “overambitious de- 
velopments by the supply departments and overambitious requirements by the 
Service departments.” Neither Robinson nor any of the other contributors 
defines the economic problem broadly as the allocation of resources to 
maximize the accomplishment of military objectives, and shows how this re- 
quires simultaneous determination of military requirements and industrial re- 
source allocations. (Ely Devons comes closest to this formulation in his 
essay on the tribulations of a coordinator of production programs in the 
Ministry of Aircraft Production.) The mere adjustment of an economy to meet 
military requirements which have been developed with only vague and casual 
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reference to resource costs and limitations cannot, except by accident, yield 
a good solution.* 

It is perhaps symptomatic of the empirical bias of the authors that not one 
seriously questions the desirability of the complex system of direct physical 
controls which evolved in the course of the war, or attempts to explain the 
conditions in which controls of this type become necessary or preferable. That 
they are necessary is asserted in most cases, assumed in a few, and taken for 
granted in the rest. 

By contrast there is, as we have seen, a good deal of argument and specula- 
tion about the right thing to allocate—manpower, materials, or “value.” This 
discussion is not very illuminating because it lacks theoretical underpinning. 
Robinson and Bowen both argue that planning and allocating in money terms 
are unsatisfactory. While there are some practical difficulties associated with 
making allocations in pounds or dollars, I find the specific arguments they 
advance quite unconvincing. The argument on which Robinson places main 
reliance is particularly surprising: “wartime planning in monetary terms was 
in danger of leading one into the major error of treating all resources as uni- 
form and mobile. In fact, in relation to the very rapid changes that were con- 
stantly being required, resources were extremely specific and extremely im- 
mobile. Even attempts to plan in terms of manpower were in danger of treat- 
ing manpower as homogenous and mobile to an extent that was unrealistic. 
But if you were engaged in cutting the Ensa allocation in order to increase the 
supply of shipbuilding labor, you were at least under pressure to ask by what 
concatenation of intermediate transfers, both geographical and occupational, 
an actress might be transmogrified into a rivet boy. And the dangers of think- 
ing in terms of homogeneous and mobile resources were not confined to man- 
power. The capital of the munitions industry was highly specific. There was 
no possible reason to think that 10 million pounds per annum of resources 
withdrawn from making explosives could be readily converted into 10 million 
pounds more of resources making aircraft” (p. 54). 

Of course it all depends on the precise meaning one attaches to the word 
“readily.” But the whole paragraph sounds less like an economist than like one 
of George Stigler’s “engineers” arguing with an economist. It has been my 
experience with “practical” men who are not economists that they are too well 
aware and too much impressed with the specificity and immobility of re- 
sources. Economists have a quite special training which permits them to under- 
stand that an actress can be transmogrified into a rivet boy by intermediate 
transfers, and that a shift of demand to aircraft does release resources, di- 
rectly and indirectly, which permits aircraft production to be expanded. Time 
is of the essence, of course, and it is a term in the equation about whose co- 
efficient economists know much less than they ought. But no one who has 
studied the industrial history of the war can doubt that very rapid transfers 
are in many cases possible. Avoiding British and American examples, witness 
the re-creation of the German fighter aircraft industry within a few months of 


*I have developed this point more fully in “Planning Defense Production,” Papers 
and Proceedings, 62nd Annual Meeting of the American Economic Association, May 1950. 
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its destruction by bombs, or the quick recovery of the heavily damaged 
and distorted Russian industrial economy after the German advance of 
1941/42. As Robinson so well states elsewhere: “the power to make rapid 
change in the disposition of the nation’s resources was the greatest war- 
winning weapon of all.”” Unduly pessimistic assumptions about the mobility 
of resources can result in a failure to seize opportunities to produce new 
weapons, to exploit a success, to make good unexpected losses. Economists 
have a special responsibility to overcome this sort of myopic pessimism, which 
seems to me to be far more dangerous than the opposite risk that responsible 
executives will exaggerate the mobility of resources. Everyone knows that 
actresses can’t make ships; only economists know that in a very significant 
sense it isn’t so. 

In reading these essays I looked hard for suggestions which might help to 
explain an observation which I with many other Americans made during the 
war. It is now a reasonably well-established fact that it takes two, three, or 
four times as many Englishmen as Americans to make a motor car, a radio, an 
airplane (production quantities), or almost any other industrial product. It 
seemed to me that in performing governmental functions this ratio was re- 
versed—that the British made governmental decisions and executed them with 
staffs a fraction the size of ours. Now a part of this discrepancy is perfectly 
natural. One would expect the American government to be larger than the 
British for much the same reason that the British is larger than the Belgian—it 
has a larger and more complex country to govern. But it seemed to many of 
us that there was more to it than this--that the British in many cases at least, 
had smaller staffs because they operated more efficiently (and to some extent 
conversely, they were able to operate more efficiently because they had smaller 
staffs! ). 

There are a few clues in this volume—all fragmentary and practical, as one 
would expect. Hugh Weeks, in an essay on Anglo-American supply relation- 
ships, suggests two possible explanations in recounting the things in Washing- 
ton which amazed him: (a) our excessively legalistic bureaucratic thorough- 
ness: “the number and complexity of the forms required to claim for | Lend- 
Lease] civilian stores is still a legend and a nightmare among those who had to 
prepare them” (p. 73); and (b) the indiscipline of American civil servants and 
their departments: “American officials did not seem to be pinned down by the 
decisions of their superiors as the British were. On any complex problem 
various American departments would openly and loudly state divergent views” 
(p. 81). 

Chester has some thought-provoking comments on the art of chairing com- 
mittees and the technique of using committees in government. British com- 
mittees sometimes work very successfully; it is notorious that ours never do. 

One other clue has already been discussed—the apparent willingness of 
British government departments, in some cases at least, to devolve functions 
on other departments, local governments, or industry. Every American depart- 
ment I have known wants to do the whole job itself—as well as all related 
jobs. The “full faith and credit” which the Constitution demands that each 
State accord acts of other States is conspicuously not accorded any department 
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or agency of the federal government by any other. Perhaps the different tra- 
ditions of the British permanent civil sérvice are responsible for a more 
disciplined, less aggressive attitude toward aggrandizement on the part of 
British departments which places some restraints on bureaucratic ‘empire 
building.” 

But this is merely suggestive, and the volume contains many warnings that 
these differences should not be exaggerated. British departments are also 
autonomous and jealous. At several dozen points I felt an impulse to enter the 
marginal note “How like Washington!” Devons’ whole essay, on the problems 
of coordinating the separate Production Directorates of the Ministry of Air- 
craft Production, and the Ministry’s procurement program with the planning 
of the Air Ministry, could have been written with a few changes in names, 
titles, dates, and language, about almost any American department or agency 
with analogous functions. One quotation, from a section entitled, “Importance 
of Informal Contacts,” will illustrate what I mean: “The planning directorate 
used two main lines of attack. Firstly, they engaged in the most subtle forms 
of spying they could contrive. The most effective was to find some person in 
a production directorate who had a grievance. ... The other . . . was to dis- 
cover officials either at M.A.P., the firms, or the Air Ministry who realized the 
importance of coordination and were not oversensitive about the prestige of 
their own directorate, cultivate their acquaintance or even friendship where 
this was possible, and use them as the main instruments of coordination, 
especially in an emergency when quick decisions were necessary” (pp. 116-17). 

The superior efficiency of the British government is, in any event, no more 
than an hypothesis. It will, from the character of governmental functions, be 
difficult to verify by studies of the Rostas type. But with a third of national 
income passing to or through the government in cold war, and potentially 
much more in a hot, it would be difficult to think of more important and 
challenging problems than the measurement and improvement of the efficiency 
with which democratic governments perform their functions. 

CHarLes 

The RAND Corporation 

Santa Monica, California 


Industry Studies 


Woolen and Worsted Manufacturing in the Southern Piedmont. By JAMEs A. 
Morris. (Columbia: University of South Carolina Press. 1952. Pp. xiii, 
197. $5.00.) 

Mr. Morris’ description of woolen and worsted manufacturing in the South- 
ern Piedmont is in effect a statement of the competitive geographical ad- 
vantages afforded this industry in the Appalachian Piedmont of Virginia, the 
Carolinas, and Georgia versus those available in New England. It is an at- 
tempt to answer the intriguing question: Does the recent growth and current 
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size of the industry represent the beginnings of another large-scale migration 
similar to that of the cotton textile industry from the historical center in New 
England to the Southern Piedmont? 

Contrasted with “a decrease in the number of all types of equipment except 
combs between” 1939 and 1951 for the woolen and worsted manufacturing in- 
dustry as a whole (pp. 69-70), thirty-one new plants were established in the 
Southern Piedmont between these dates (p. 82). This development differed 
from the growth of the cotton textile industry in the South, for it resulted 
largely from ‘the opening of branch plants by New England firms instead of 
the creation of new firms by southern capital and management as was the 
case in cotton (p. 70). The Census of Manufactures in 1947 stated that 4.6 
per cent of the establishments, 6.7 per cent of the production workers, and 
6.2 per cent of the value added by manufacture for the industry as a whole 
were located in this area. The plants represented by these statistics reflect 
only a portion of the functions carried on by the industry. Total operations 
involve cleaning, combing, spinning, and weaving; because it is unprofitable to 
maintain cleaning and combing operations for a small secondary market, the 
work performed in the South has been confined almost exclusively to spinning 
and weaving. This means that any cost or other advantages enjoyed by the 
South must more than offset not only the inertia and costs of establish- 
ing a plant in a new environment but also the higher costs of securing 
raw materials from the scouring and topmaking plants in the Boston area 
and the expenses of shipping products to the New York City market. 
Cross-hauling of semi-finished and finished products constitutes the most 
significant adverse cost differential to operations in the South. This disad- 
vantage amounts to an increase in cost of roughly 1 per cent of the value of 
the product (p. 148). 

Offsetting this cost disadvantage the Southern Piedmont generally offers 
savings in fuel costs, state and local taxes, and power rates. Apparently a 
greater source of advantage at the moment is the differential in labor costs. 
A high rate of population increase and a continuing displacement of agri- 
cultural workers furnish a large supply of labor. Absence of an industrial tradi- 
tion and an aversion to unions make the worker willing to perform scien- 
tifically determined work loads at wages prevailing in the cotton textile in- 
dustry instead of being bound by work-load mores and wage rates of the 
unionized woolen and worsted industry in New England. The wage rate cus- 
toms in New England have perpetuated a substantial differential between 
cotton textile and woolen textile workers. Therefore, the woolen industry in the 
South has not only a possible geographic wage advantage in the rates paid for 
similar jobs but also the additional advantage of the customary rate 
differential between cotton and woolen wages paid in New England (p. 109). 
Thus, wage rates, smaller fringe benefits, lower payroll taxes, and greater 
worker flexibility seem to provide the South with a comparative cost advantage 
in this industry at the moment. 

The difficulties of assessing actual cost differentials are imposing; they are 
so great, in fact, that some of the manufacturers surveyed by Mr. Morris said 
that they opened Southern plants to learn how their competitors were under- 
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selling them (p. 170). Since two-thirds of the plants beginning operations be- 
tween 1939 and 1951 were branches of existing New England establishments 
(p. 83), a quest for comparative cost information may have been a motive in a 
number of cases. 

From the evidence presented here, at least three avenues of future develop- 
ment for this industry seem possible: (1) a large-scale migration of woolen 
textiles to the Piedmont; (2) a reduction of labor costs in New England 
through a modification of the attitudes of workers and their leaders concern- 
ing work loads, new machinery, and wage rates; and (3) an amalgamation of 
the woolen industry with the cotton and synthetic fiber industries to form one 
“textile” industry with common technological and labor standards. Morris ap- 
parently believes that the first of these possibilities will materialize providing 
no substantial changes occur in the present situation. The recent arbiter’s 
settlement by Walter Gellman of Columbia University providing an 8'% 
cent wage cut for the pattern-setting New Bedford-Fall River textile workers 
increases the probability of the second proposition. The long-run technical 
development of new fibers and blends and the apparent feasibility of fabricat- 
ing some of these on existing or modified cotton-working equipment lends 
credence to the third possibility. 

Morris has amassed a noteworthy amount of statistical and other informa- 
tion concerning the Southern segment of the woolen and worsted manu- 
facturing industry. It is evident throughout that he is intimately conversant 
with the technical and managerial workings of the industry. It is unfortunate 
that he could not have reworked this material to clarify the findings and to 
emphasize the core of the argument. The fault here is, in the main, common 
with other theses and dissertations, for the system producing them tends to 
encourage temporizing statements and innocuous conclusions. 

LLOYD SAVILLE 

Duke University 


The American Cigarette Industry. By Ricuarp B. TENNANT. (New Haven: 
Yale University Press. 1950. Pp. xxvi, 411. $5.00.) 

This is definitely one of the better industry studies. The author has made 
intelligent use of economic theory and statistical techniques to bring the 
study into clear and sharp focus. The book is well written and, for the econo- 
mist, has the virtue of being organized in such a way as to be most easily 
assimilated. 

A very useful one-hundred page history is followed by a crosscut analysis 
of the cigarette industry since 1911. The salient characteristics are: demand, 
moderately responsive to real income but quite insensitive to price and ad- 
vertising expenditures; supply of leaf tobacco, completely inelastic for a crop, 
moderately elastic from year to year; manufacturing cost, horizontal average 
variable cost and no appreciable economies of scale. The reasonable proba- 
bility of most of these characteristics is established by a judicious combination 
of theoretical reasoning, analysis of historical incidents, and statistical analy- 
sis. Least well established are industry demand and costs. 
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For some unexplained reason, the major statistical evidence on demand con- 
sists of the regression of per capita tobacco consumption rather than cigarette 
consumption upon per capita real income and time. From the small residual 
variability, 3.3 per cent, the author infers low price elasticity. It is dangerous 
to derive the shape of the demand curve irom the fact that changes in con- 
sumption are highly correlated with variables likely to produce shiits, par- 
ticularly when price changes are confined to a narrow range, are probably 
correlated with income, and are likely to be accompanied by offsetting changes 
in advertising. However, partly because of other evidence, it does seem 
plausible that price changes of the customary magnitude have had little effect. 

For cigarettes, Tennant merely plots relative per capita consumption 
(pounds of cigarettes to pounds of tobacco) logarithmically against time. Visual 
comparisons with various price and advertising series are used to suggest the in- 
sensitivity of cigarette consumption to prices and advertising. It is assumed that 
these variables can have an effect only by increasing consumption relative to 
other forms of tobacco. This reflects overconfidence in the regression for tobacco 
consumption. Some of the “explained” as well as the “unexplained” variability 
may have resulted from the actions of cigarette manufacturers. Furthermore, 
in the relative consumption curve percentage changes in cigarette consumption 
which represent changes in total tobacco consumption are understated to an 
extent which has increased greatly with the rising importance of cigarettes. 
Since the visual comparisons are far from conclusive, it is unfortunate that 
the author chose a form of presentation favorable to his results. 

In discussing costs Tennant strives overly hard to wring conclusions from 
unwilling and unreliable data. Horizontal average variable costs are assumed 
without discussion (p. 354) and in the face of a sharp rise in labor costs for 
brands whose sales declined between 1941 and 1942. Possible short-run cost 
variation and the probability that some brands were produced in several 
factories becloud the author’s attempt to determine economies of scale by 
regressions of unit labor cost and unit overhead upon brand sales. These 
apparently overlooked difficulties in the data make one reluctant to accept 
the conclusions. 

With respect to price, oligopolistic uncertainty is markedly less than in 
comparable industries. Each firm recognizes and, what is more important, 
knows that its rivals also recognize that there can be no appreciable differ- 
ence in price except temporarily. According to the author, uniformity is 
brought about by the price leadership of Reynolds, especially for the more 
difficult upward rises. Since 1931, however, American has led two strategic 
reductions and two increases, and Liggett attempted an unsuccessful increase 
in 1946, Any one of the Big Three can announce a higher price and, if not 
followed reasonably soon, can rescind it without affecting the actual price 
to distributors. It seems doubtful whether such price leadership as existed 
has been necessary to maintain cooperation and prevent competition. Any firm 
can in effect propose a price change and, if not seconded, can withdraw the 
motion. When it still had the largest sales volume, Reynolds was more likely: 
to receive seconds than any other firm, but American has done as well in 
recent years. Tennant’s conclusion that “the behavior of competitors has been 


228 THE AMERICAN ECONOMIC REVIEW 


easily foreseeable” (p. 364) seems overstated. What is foreseeable is the ap- 
proximate identity of price, not necessarily the precise set of moves and 
countermoves which will bring it about. 

It is unfortunate that more of an effort was not made to analyse adver- 
tising strategy and its relationship to price and costs. There are some inter- 
esting and unexplained problems. 

Despite the antitrust conviction, Tennant constructs a plausible hypothesis 
of noncollusive behavior. Since profits are undoubtedly above the mythical 
competitive level, a sharp dilemma is presented for public policy. Fragmenta- 
tion would have significant effects, the author believes, only if carried far 
enough to produce Chamberlinian monopolistic competition. By analysing the 
previous dissolution and the trend in distribution costs, he presents a per- 
suasive case for believing that the increased cost of selling would probably 
outweigh the reduction in profits. The author considers a limitation on ad- 
vertising more promising, since it would attack both the principal waste 
and the major barrier to entry. I doubt, however, that entry would be fa- 
cilitated, since the large companies could adopt a lower long-run price level. 
With established brand preferences, probable cost advantages, and a restric- 
tion upon the advertising of potential rivals, the position of the large firms 
might be even less assailable. But prices would be down and advertising would 
be less, the result apparently produced by the recent prosecution. In fact, 
the author concludes somewhat reluctantly that the best public policy is con- 
tinuation of the threat of prosecution. 

Although the study is distinguished by a competent use of theory, there 
are two exceptions. At times theory appears to become a strait jacket, and 
conclusions are stated in unnecessarily extreme form. Also, in using his results 
as a defense of marginalism, the author slips into operationally meaningless 
propositions. Marginal analysis is regarded as valid by definition whenever 
any problem of maximization arises, and an interest in profits is confused with 
an interest in their maximization (p. 364). 

More recently W. H. Nicholls has analysed the same industry, but he has 
concentrated heavily on price policies and has not attempted a broad industry 
study.' The characteristics of demand which Tennant made a very careful 
effort to determine, Nicholls introduces without discussion. The authors disa- 
gree on the sensitivity of total cigarette demand to income and advertising. 
Nicholls presents much more of the original data on price decisions and the 
issues of the trial. Although Nicholls gives a more complete and better 
balanced analysis of price policies, the authors seem to be in substantial 
agreement. Both advance noncollusive explanations of behavior, but Nicholls 
discusses more cogently the dilemma for public policy. Nicholls is somewhat 
more favorable to dissolution, but he does not consider as fully as Tennant 
does the probable rise in costs. He does, however, correct for the defects in 
Tennant’s limitation upon advertising by proposing a tax on advertising, the 
base being the size of firm. By piecing together these two excellent studies, 


* William H. Nicholls, Price Policies in the Cigarette Industry (Nashville, 1951). Re- 
viewed in this journal, June 1952, pp. 461-63. 
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economists can get a deeper insight into the cigarette industry than into almost 
any other. 
DANIEL C. VANDERMEULEN 
Claremont Men’s College 


Men, Meat and Miracles. By BERTRAM B. Fow er. (New York: Julian Mess- 
ner, Inc. 1952. Pp. 245. $3.00.) 


This book is an excellent popular survey of the modern American live- 
stock and meat industry by a man whose newspaper training, journalistic ex- 
perience, and special studies and books on various aspects of the cooperative 
movement in America—agricultural and otherwise—have given him a good 
background of knowledge and understanding. In less than 250 pages of 
eighteen pleasantly written descriptive and interpretative chapters, the author 
has done several useful things for the student of our economic and business 
history. 

First, he has drawn some realistic pen pictures of the men who developed 
the modern meat packing industry of national and international scope. Morris, 
Armour, Swift—the great innovators—are here brought to life and interpreted 
sympathetically. So, too, are some of the characters who made the Chicago 
stockyards and other livestock markets. The relation of the industry to the 
agricultural growth of the West is made clear. The significance of the in- 
dustrial revolution of the generation after the Civil War is emphasized, using 
the meat industry for illustration. Indeed, all through the volume the author 
drives home the debt we owe to the free enterprise system, its traditions and 
ethics, by examples from the customs and practices of this industry where so 
much has been carried on by word of mouth——the honor system—rather than 
by written contract. 

In several chapters the author is at pains to clear up some misconceptions 
about the meat industry. He shows how it was the very fact of the expanding 
national meat industry that brought inevitably the evolution of the present 
system of federal meat inspection. The usually accepted story is that it was 
forced upon the industry by the mere publication of such lurid and unjust 
books as Upton Sinclair’s The Jungle, a book which has been given entirely 
too much credit by serious historians. Likewise, he devotes an entire chapter 
to the myth of the “Beef Trust.’’ He indicates how understandable was the 
rise of the myth because of the fact that the distribution of meat and meat 
products dealt with such an overwhelming majority of the people through 
local meat markets. Therefore, the consumers were out of direct touch with 
the packers themselves. The packers were caught between the livestock pro- 
ducer on the one hand and the consuming public on the other. 

Finally, with his prior interest in cooperation, it is natural and logical that 
the author should devote the latter half of his volume to the development of 
cooperation both within the meat industry itself, and with livestock producers. 
Intra-industry cooperation made the industry more efficient in production, in 
distribution and in the carrying on of industry-wide research with the Uni- 
versity of Chicago. The Institute of American Meat Packers, since 1940 
known as the American Meat Institute, made the problems of the industry 
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more widely understood by the public. Also, there has been effective coopera- 
tion brought about between the industry and the great national livestock pro- 
ducing associations. All this is told through what is essentially a series of 
biographical chapters about Thomas E. Wilson, who has been the recognized 
leader of the meat industry during the past generation. It was his personality, 
prestige and persuasiveness that did much to establish the meat industry’s 
trade association, and the National Livestock and Meat Board, and rendered 
so successful and beneficial to the nation the 4-H Club work among millions 
of young farm boys and girls during the last quarter century. 

Perhaps the author has given credit to too few individuals in this national 
industry; but to point up some few fundamentals, and to drive home some 
basic truths about one of the greatest modern industries of this country, his 
method is effective. While there may be a tendency to leave an impression of 
a little more altruism than was actually the case, yet this book helps to redress 
the balance after a series of volumes by writers who have been too critical, 
without any practical experience of business to enable them to see industrial 
problems as they must be seen by those who have to solve them. We need both 
points of view and both kinds of books. The present volume is a valuable 
statement of the laissez-faire view. All it lacks is an index, and some addi- 
tional documentation. 

Rupotr A. CLEMEN 

Princeton, New Jersey 


Land Economics; Agricultural Economics; Economic Geography 


Agriculture and Economic Progress. By E. M. OjALa. (London and New 
York: Oxford University Press, 1952. Pp. 217. $5.00.) 

Since the days of Malthus, economists have realized the importance of 
efficient food production and marketing. But they have given greater atten- 
tion to these problems in the past decade than ever before. The Food and 
Agriculture Organization has presented evidence that economic progress is 
being retarded in many parts of the world by inadequate diets. Mr. Ojala’s 
book summarizes some of the evidence on this period, and proposes policies 
aimed at increasing the world’s supply of food, and distributing it in such 
a way as to overcome the worst dietary deficiencies. 

This is a very large problem. Ojala states, for example, “It has been 
estimated that if production goals were based on full physiological require- 
ments, the world production of the more expensive foods of special value for 
health would need to be doubled.” He apparently refers here to animal 
products and to fruits and vegetables. Although smaller increases would satisfy 
the needs for food grains and root crops, it is clear that world agriculture 
would have to be expanded greatly to meet all food needs. 

In his first chapter, Ojala reviews the findings of Colin Clark that economic 
progress is associated with a decline in the proportion of the population en- 
gaged in agriculture. The second chapter, “Concepts of Economic Welfare,” 
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includes a discussion of agriculture’s contribution to economic welfare. It is 
pointed out here that the retail price of food includes payments for 
processing, transporting, packaging, delivering, and so on. Ojala contends 
that these payments should be eliminated, and that “to measure the contribu- 
tion of agriculture alone to the community’s economic welfare, the procedure 
must involve weighting agricultural output by the value which the community 
places upon that output as it leaves the farm.” 

Chapters 3, 4, and 5 review the statistics of agriculture and of other seg- 
ments of the economies of the U.S.A., Sweden, and the United Kingdom. This 
analysis forms the basis for conclusions drawn in the remainder of the book, 
concerning the relation of economic progress to industrial patterns, to con- 
sumption patterns, to agricultural population and incomes, and to price levels. 

The final chapter deals with policy. It is pointed out that “there is a funda- 
mental problem of agricultural incomes . . . agricultural producers individually 
have, on the average, been constantly and badly underpaid for their serv- 
ices,” due to many factors, including the low price-elasticity and the low 
income-elasticity for food. He points out that some kinds of price supports 
may be needed to encourage adequate food production, but indicates the need 
for flexibility in the agricultural labor force in order that submarginal farm 
workers may find more productive work in cities. He concludes that “the 
primary concern of world agricultural policy should be to increase the 
efficiency of production everywhere, particularly in the growing and supply of 
foodstuffs.” 

FreDERICK V, WAUGH 


Washington, D.C. 


The Canadian Grain Trade—1931-1951. By D. A. MAcGisnon. (Toronto: 
University of Toronto Press. 1952. Pp. ix, 227. $4.50.) 

This is the second book that Professor MacGibbon has written on the sub- 
ject of “The Canadian Grain Trade.” The first appeared in 1932 and brought 
his review and analysis of the market organizations and development of ex- 
ports for Canadian grain through World War I and the decade of the 1920’s. 
In that period Canada came of age as a world exporter of wheat, and with the 
active market demand for her increasing production a feeling of considerable 
assurance about the future had begun to develop. 

The present volume, covering the twenty-year period 1931-51, not only 
brings the earlier volume up to date but it provides an unusual account of the 
step-by-step control that the Canadian government has assumed in regard to 
the grain trade in that country. Beginning with the impact of the world eco- 
nomic depression of the early 1930’s, especially upon the three prairie 
provinces of Canada that had concentrated upon wheat production, it 
chronicles the developments that led to the creation of the Canadian Wheat 
Board that has become one of the foremost world grain-marketing monopolies 
of the present time. Starting with .ontinued declines in world and Canadian 
wheat prices in 1929 and 1930 that adversely affected the credit position of 
the Pool organizations and in turn the banks that had been providing the 
financing for the crops, a joint appeal was made to the federal government 
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for aid. The assistance was granted on the understanding that a central selling 
agency be established and a government-appointed manager be placed in 
charge. The crisis lasted longer than expected; then World War II started and 
the Wheat Board further extended its réle of operation through the war and 
postwar food crisis period. Today the Board seems to be rather generally re- 
garded as a permanent part of the Canadian grain trade. 

This point deserves special mention in the opinion of the reviewer because 
it shows how what was expected to be a temporary intervention on the part 
of the government led to the creation of a state monopoly marketing organiza- 
tion of Canada’s principal export industry. MacGibbon’s book, in fact, may 
be regarded as a case study for those interested in government controls and 
state trading. As such, it should have a wider audience than those concerned 
with developments in Canada or in commodity activities relating to grain and 
especially wheat. 

In 1929 MacGibbon, who had been professor of political economy at the 
University of Alberta for many years, was appointed a member of the Board 
of Grain Commissioners for Canada—the government agency responsible for 
administering grain standards and regulatory activities. He served as a 
Commissioner for twenty years when he again returned to academic life. Dur- 
ing these two decades, however, which closely correspond to the period 
covered by his present volume, he was in a position to observe Canadian 
grain trade developments closely. This fact, no doubt, accounts for much of 
the detail included in the book which makes it rather slow and difficult 
reading though at the same time a very useful reference source on the sub- 
ject for this period. The Board of Grain Commissioners, it should be noted, is 
a separate and distinct agency from the Canadian Wheat Board, and his 
extensive references to Wheat Board operations are as an observer, not an 
active participant. 

Among the points given special emphasis in the present book are the Inter- 
national Wheat Agreements of 1933 and 1949, the British wheat agreement (a 
bilateral contract), and the various organizational segments of the grain 
trade. These include, in particular, the Canadian Wheat Board, its estab- 
lishment in 1935, its operations during the war period and postwar develop- 
ment (little detail after 1949-50); the three Provincial Pool organizations and 
their growth, the United Grain Growers Ltd. and the independent companies, 
and the Winnipeg Grain Exchange. With these grain trade organizations so 
widely different in character, yet many of them highly competitive in their 
efforts to participate in marketing Canadian grain, it may be expected that 
there will be some differences of opinion about the author’s treatment of these 
sections, particularly among the various groups represented. The relative 
effectiveness of the respective types of marketing operations and organizations 
in Canada continues to be a very controversial subject. If another Royal 
Commission (the last commission study was made in 1936-38) were to in- 
vestigate the problem of Canadian grain marketing today, it would be inter- 
esting to see how the various issues and organizational forces would be 
compromised. It is notably true, however, that producer groups in Canada as 
in the United States appear to be almost unanimous in the desire to have some 
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form of support price that will prevent free market prices from declining 
beyond certain limits. 

While most of the book is devoted to a factual commentary, the author does 
include some personal interpretations and conclusions. Among these the follow- 
ing selected brief statements appear timely and of general significance and 
also seem to reflect in summary form much of MacGibbon’s point of view 
about Canada’s grain trade. 


Canada is so deeply committed to an export trade in wheat that any de- 
velopments in this field of international trade are of the highest impor- 
tance to her. . . . But it must be recognized that neither the outcome of 
the British wheat agreement nor the prices currently being obtained from 
sales made under the terms of the International Wheat Agreement pro- 
vide evidence that long-term contracts of this nature are advantageous 
to the producer. 

The maintenance of the Canadian wheat export trade on a sound basis 
requires wheat production in areas capable of growing wheat of high 
quality at relatively low cost, the handling of stocks in the least costly 
method possible without deterioration of quality, and a sales policy of 
offering wheat at prices “as low as is consistent with actual cost of pro- 
duction.” Regard for these factors in the past largely accounts for the 
important position Canada now occupies in international wheat trading, 
and it lies within Canada’s own power to continue to be guided by this 
fact. Canada, however, is only part of an international trading community 
in which the wheat trade is an important item. International trade will 
languish if nationalistic restrictive policies impair it. For the Canadian 
West the most propitious circumstances for the continuance of its export 
trade in cereals are those that make for the freest possible international 
exchange of goods and services. 


When the reviewer finished reading the book and started to reflect upon the 
subject of the Canadian grain trade and particularly the phases with which he 
has had personal contact over many years, there were a number of points that 
seemed to call for special comment. He has selected three that may be of more 
general interest. The first relates to statistical material. The reviewer had 
hoped that the book would have a comprehensive set of statistical tables and 
possibly charts covering various aspects of the Canadian grain trade during 
the twenty-year period. Only four short tables, however, are included and these 
are confined largely to a limited period and subject matter. Export data about 
Canadian grain or Canada’s place as a world exporter is particularly in- 
adequate for those interested in this aspect of the grain trade in that country. 
On the other hand, almost every paragraph is studded with statistical data or 
comparisons. Prose statistics, while of some usefulness, present real problems 
in usability for reference purposes or effective analysis, and especially in 
readability. 

The second point concerns the Canadian Wheat Board. Its operations which 
cover much of the period of the book are discussed in a very impersonal 
manner. No doubt the author had his reasons for this type of treatment, but 
in the opinion of the reviewer the Board and the personality of its Chief Com- 
missioner, Mr. George MclIvor, have been so closely interwoven during most 
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of the Board’s official existence that it is hard to separate them. The history 
of the Board and its operations might have been vastly different from what 
Professor MacGibbon has recorded had someone else been its Chief Com- 
missioner, and particularly if political influence had been permitted to affect 
its operations as so often happens in agencies of this type. There are few gov- 
ernment organizations anywhere, especially of the size and volume of busi- 
ness handled, that can point to a longer untarnished record than the Canadian 
Wheat Board. This factor should not be overlooked or underemphasized in 
any evaluation of the Board, particularly by other governments that may be 
interested in Canada’s experience in this type of grain trade organization. 
Thirdly, this period, and notably the years following World War II, have 
emphasized some of the weaknesses in the Canadian grain export situation, 
particularly in meeting world emergency needs. Notwithstanding the major 
export role played by Canada during much of the inter-war period, it was 
the U. S. ability to produce and export larger quantities of grain that saved 
the world during the food crisis period. Among the weaknesses that have be- 
come apparent are the limits on exports due to domestic transportation 
facilities, and the vulnerability from weather conditions to the concentrated 
production in western Canada. A policy of maintaining reserve stocks could 
do much to minimize the effects of annual crop variations, but Canada has 
usually proven to be an aggressive seller regardless of the status of stocks. 
The story of the Canadian grain trade is a very interesting one and it is 
still being written. MacGibbon has brought his account of the story up to date, 


and it should prove helpful to those interested not only in a better understand- 
ing of past developments but also in having background for some of the im- 
portant chapters that are likely to be written in the period ahead. 

Gorpon P. Boas 


Washington, D.C. 


World Economic Geography—An Introduction to Geonomics. By Grorce T. 
RENNER, LoyaL Duranp, Jr., C. LANGDON WuiteE, and WELDON B. 
Gipson. (New York: Thomas Y. Crowell. 1951. Pp. x, 758. $6.00.) 


There is surely no lack of agreement that the beginning student of economics 
is invariably woefully innocent of any significant body of factual information 
relating to economic matters beyond his personal and very limited immediate 
experience. That he should know much more than he does about the economic 
resources of his own nation, and of the world, and of the physical character- 
istics of specialization in production, trade, and transportation, seems obvi- 
ously desirable. Precisely what the student should know, for what purposes, 
and how he should acquire this information are matters on which very great 
differences of opinion and practice exist. One solution, followed particularly in 
undergraduate schools of commerce, is to require a course in economic geogra- 
phy, with the expectation that the student, in the process of acquiring a 
fund of factual information, will develop also some appreciation c‘ economic 
life as consisting, as the authors of this volume write, of “superimposed and 
intimately interrelated physical, economic, and cultural patterns.” 

If our authors are aware of “interrelated patterns,” they state also that “the 
great problems of the world are basically matters of economic geography and 
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cannot be properly understood in any other terms.’ The expectation is aroused 
that the subject-matter will be broadly and inclusively defined with appropri- 
ate analysis of economic and cultural patterns in the light of physical re- 
sources. Were such the case, this might justify the claim that this is a “really 
new type of college textbook.” In fact, the performance is conventional and 
the book is more adequately described as one which “develops the more com- 
mon principles and generalizations of economic geography in the light of an 
orderly and relatively full presentation of the great industries of mankind.” 

The volume is indeed a relatively full presentation of the world’s more 
important resources. After a brief and elementary discussion of the relation- 
ship of men and resources under the title of Geographical Premises, it 
plunges, in Part 2, into the discussion of well over a hundred basic com- 
modities and commodity classes, occupying close to five hundred double- 
columned pages. It begins with those agricultural products characteristic of 
the rainy tropics and continues with chapters on the products of each of 
the great climatic regions. Individual chapters are devoted to forests and to 
fisheries, and other oceanic products. Part 3 covers the basic minerals and 
then moves on to deal with the geographic distribution and characteristics of 
the major manufacturing industries. Part 4 covers transportation and com- 
merce, opening with a chapter on the division of labor, followed by one on the 
principles governing the exchange of commodities, continues with four chap- 
ters on the major forms of transportation, and concludes with a very brief 
discussion of the forms of social regulation of trade. 

In the discussion of resources and commodities, emphasis is on the physical 
factors which relate to supply and utilization. References to costs, values, and 
quantities are largely summarized in charts and maps in very general terms; 
the volume will do little to develop the student’s ability to think quanti- 
tatively. Relevant historical developments are given unusual extensive empha- 
sis, but the institutional organization of the societies which use the resources 
and produce the goods discussed are treated very lightly or ignored. 

Those who wish to introduce beginning students to an extensive body of 
factual information will find this volume very useful. Even for that purpose, 
however, the book would seem to include too few indications of the reasons 
why facts are presented, too few clues to aid the student in developing his 
judgment as what is more or less important. The student who masters the 
material presented will possess much information pertinent to such prob- 
lems as those of present-day Europe or of the underdeveloped countries. The 
analytical tools necessary to the utilization of such information will have to be 
supplied from some other source. 

CLARENCE H. DANHOF 

Washington, D.C. 


Labor 


The Danish System of Labor Relations: A Study in Industrial Peace. By 
WALTER GALENSON. (Cambridge: Harvard University Press. 1952. Pp. 
xii, 321. $4.50.) 


Denmark has had comparative industrial peace and a highly centralized 
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collective bargaining system for fifty years. The record of this achievement 
and the problems that have developed within recent years as Denmark’s 
terms of trade have become less favorable are thoroughly explored in this 
second study’ of industrial relations in a Scandinavian country by Walter 
Galenson, who served as labor attaché at the American embassies in Oslo and 
Copenhagen in 1945 and 1946. 

The Danes achieved stability in industrial relations much earlier than 
their Scandinavian neighbors, although the pattern was similar. The Federa- 
tion of Labor, now representing nearly 90 per cent of the workers in manu- 
facturing, construction and transportation and communication (and smaller 
percentages in other industries), was formed in 1898—the same year in 
which the Danish Employers’ Association was established. The latter is 
even more centralized than the Federation of Labor, which has been plagued 
by internal differences between the skilled craft unions and a Laborer’s Union 
of unskilled and semi-skilled factory workers, totalling 38 per cent of the 
Federation’s membership. A test of strength between the two central organi- 
zations came during “the great lockout of 1899,” when the employers, 
“aroused by the increasing trade union aggressiveness occasioned by favor- 
able employment conditions, decided to wage a preventive war before their 
opponents grew too strong” (p. 98). The objective was not to crush unionism, 
however, and after three months the “September Agreement” was signed, 
laying the groundwork for the subsequent pattern of peaceful Danish labor 
relations. Similar agreements did not come until 1935 in Norway and 1938 
in Sweden. 

Collective agreements in Denmark are predominantly nation-wide, and 
they generally have a common expiration date (March 1). Significantly, the 
initiative for these developments came from the organized employers, rather 
than from the unions, as is generally the case in the United States. The 
difference is explained by the smaller relative size of Danish firms con- 
fronting powerful national unions. Individual employers have delegated full 
responsibility for negotiations to full-time professional staffs in the central 
association, although recently there have been proposals to strengthen local 
bargaining on matters of local interest. Galenson believes, however, that 
increased independent bargaining is unlikely because of the Employers’ 
Association’s probable unwillingness to abandon the “sympathetic lockout” 
which prevents strong unions from playing one employer off against another. 

What have been the effects of this centralization in collective bargaining? 
Industrial peace is the outstanding one, and in this the Danish record is 
better than either the Norwegian or the Swedish. But peace has not come 
without increasing government intervention, despite the elaborate collective 
bargaining machinery. Governmental mediation is highly developed in Den- 
mark, dating from 1910, and the mediator takes an active rdle in proposing a 
settlement. “The national wage movements of the last three decades have 
almost without exception reached at least the mediation phase of collective 
bargaining” (p. 127). Since 1932, mediation has failed in ten cases which 
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were settled only after further government intervention involving ad hoc 
compulsory arbitration or enactment of the mediation proposal into law 
following rejection by (with one exception) the employers. Galenson notes: 
“The growth of centralization in collective bargaining certainly renders it 
less likely that the government will refrain from intervention” (p. 137). 
Sweden’s experience, however, is still an exception to this generalization. Both 
countries, it should be noted, have a Labor Court to adjudicate disputes 
arising under collective agreements. 

The economic effects of centralized collective bargaining are less apparent. 
The greatest gains in real wages came after both world wars, when there 
was wage-price inflation and full employment. ‘Whether as cause or effect, 
both these periods were marked by a considerable radicalization of the trade 
union movement and aggressive union wage policy” (p. 162). Union strength 
was evidently a factor in resisting wage reductions, for in the period 1930-37 
the unions maintained money wages unchanged in the face of an adverse shift 
of the terms of trade between Denmark and the rest of the world, resulting 
from a relative decline in the prices of agricultural products, which Denmark 
exports. 

The shift in the terms of trade accounts principally for the failure of 
Danish real wages to keep pace with those in Norway and Sweden, although 
there has also been a lag in Danish labor productivity. The reasons for this 
are more complex, but the very factor which helps make Danish labor 
relations orderly also apparently tends to restrict industrial efficiency and 
expansion. Galenson calls this “the spirit of corporatism” (p. 266). Business- 
men are addicted to price and market agreements in the sheltered domestic 
market, unlike their Norwegian and Swedish counterparts, or the Danish 
farmers, all of whom must complete in world markets. “For their part, the 
trade unions have abetted restriction and contributed to the failure of 
industrial productivity to rise more sharply by insisting upon the main- 
tenance of an archaic labor market structure” (p. 267). Recently, however, 
the Danish unions have taken productivity more seriously, through establish- 
ing labor-management production committees, participating in a commission 
to improve utilization of manpower in the fate of closed jurisdictions of 
skilled crafts, and general discussions of ways to increase industrial pro- 
ductivity. 

Another economic effect of centralized bargaining in Denmark is a stable 
wage structure. Powerful unions have apparently not been able to “distort” 
the structure, as is sometimes charged in this country. The metal-trades 
agreement sets a pattern which is generally followed in the other centralized 
negotiations, and prevailing wage relationships are largely maintained. The 
principal exception is the narrowing of the skilled-unskilled differential, 
which was realized under central bargaining. Galenson concludes that “the 
absence of centralized bargaining would have resulted in greater scrambling 
of craft wage differentials and in less equalitarianism” (p. 186). 

The Danish labor movement, unlike the Norwegian or Swedish, has been 
forced to rely principally on collective bargaining for the achievement of its 
economic goals. The Farmers’ Party is relatively stronger in Denmark, and 
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although the Socialist Party, with which the unions are allied, is larger, it 
is still a minority party. Thus, taxation, price controls, subsidies, and 
government regulation of investment cannot be utilized as they are by the 
Norwegian and Swedish labor parties which enjoy stronger positions of 
control. For the same reason, the Danish unions have not had to face the 
impact of these programs on their collective bargaining role when a labor 
party is in power. 

The Danish labor relations experience is instructive on the advantages 
and costs of centralized collective bargaining. Professor Galenson has again 
helped American students of labor economics and industrial relations to gain 
new insights into our own collective bargaining experience by this type of 
comparative study of a labor movement. As Professor Slichter rightly points 
out in a Foreword to the book, “Careful case studies are needed to produce 
a reliable basis for generalizations about why men organize and why 
different trade-union movements develop different objectives, policies and 
methods. The accumulation of the necessary case studies is bound to take 
years.” 

This reviewer would have liked more analysis of the Danish entrepre- 
neurial system, its outlook and policies, and its relation to the kind of 
labor movement which evolved. There is little mention, for example, of the 
ways in which Danish employers have handled labor relations at the plant 
level, their attitudes toward the shop steward system that has developed, 
or their behavior under the protection given by the September Agreement to 
management prerogatives. But with the rich offering already provided, these 
omissions are not serious. This study, and the earlier one on Norway, set 
a high standard indeed for other students of foreign labor movements to 
achieve. 

CHARLES A, MYERS 


Massachusetts Institute of Technology 


Pressures on Wage Decisions. By Grorce P. Suuttz. (New York: John 
Wiley and Sons, in conjunction with the Technology Press, Massachusetts 
Institute of Technology. 1951. Pp. 139 + vi. $3.) 

Two major influences on wage decisions have been emphasized in recent 
literature on collective bargaining: economic pressures exerted by “impersonal 
market forces,” particularly in the product market; and political pressures 
emerging from bargaining institutions and processes. Some observers have 
assumed that these themes are at odds with each other and require a choice 
between two competing “theories of wages.” A more sensible view is that 
institutional and market influences interact through the medium of collective 
bargaining—offsetting, reinforcing, and modifying each other, and producing 
results which cannot be explained either by pure politics or pure economics. 
However, there has been a relative dearth of empirical studies testing this 
proposition and examining specific modes of interaction. 

Mr. Shultz’ monograph is a carefully documented study of wage determina- 
tion in the Brockton, Massachusetts, shoe manufacturing district. His purpose 
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is to show “how these two views, market forces vs. human decisions, are 
synthesized when the total scope of collective bargaining relationships is 
examined.” 

In early chapters Shultz describes the characteristics of the Brockton shoe 
industry, the manufacturers’ group and the Brotherhood of Shoe and Allied 
Craftsmen. The industry is highly competitive, and not very remunerative 
to either owners or workers; over the years there has been a movement into 
nonunion areas, and a distinct trend toward lower price lines. Fixed costs 
being small, labor cost is the focus of interfirm competition. Piece rates are 
prominent in the wage structure. The employers have strong goals in common, 
but the Brockton Shoe Manufacturers Association is limited in cohesiveness 
because its members concentrate on different grades of shoes and vary in their 
ability and inclination to take a strike. The Brotherhood, an independent 
union, consists of craft locals with considerable autonomy. There is pressure 
on officers from an active and impatient membership, and rivalry with a CIO 
organization in the shoe industry. 

Noting that earlier writings on wage policy have dealt for the most part 
with general movements, Shultz identifies three types of wage decisions in the 
Brockton shoe district. First are general wage adjustments, which take the 
form of across-the-board percentage increases or decreases. These are strongly 
affected by pressure from dissatisfied members and comparison with rival 
union settlements. Second is the “grade system,” under which labor costs are 
differentiated in accordance with selling prices. The system has been ad- 
ministered in an opportunistic fashion, grades being influenced by the financial 
position of the various producers. With the trend toward lower price lines, 
labor costs have not risen to the extent indicated by apparent general in- 
creases. Piece-rate adjustments make up the third type of wage decision. Piece 
rates are tightened or loosened in response to economic conditions, and like 
the grade system, “have provided a way in which the district has adjusted to 
circumstances not fully recognized in explicit across-the-board wage move- 
ments.”’ In other words, in this piece-rate industry characterized by relatively 
high labor costs, low profits, and nonunion competition, the “employment 
effect” has an important impact on wages; but the impact is centered on the 
administration of the grade system and piece rates, rather than the negotiation 
of general adjustments. 

Mr. Shultz concludes that neither producers nor workers are organized for 
an effective attack upon the economic problems of the district. “Thus,” he 
notes, “the district’s most important wage decision, how to organize within 
the firm for effective use of labor resources, is not made on a conscious level 
at all but simply results from many uncoordinated actions which, taken to- 
gether, tend to aggravate rather than help solve the problem.” 

Pressures on Wage Decisions is not merely a superior case study of an 
interesting situation but an important contribution to theoretical understand- 
ing of wage determination under collective bargaining. We need more studies 
of this kind. 

ArTHUR M. Ross 


University of California, Berkeley 
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Hayera, P. D. Keynes’ general theory—trade cycle and foreign exchange. (Allahabad: 
Pothishala Ltd. 1952. Pp. ii, 232. Rs.5/-.) 

The three parts of this book of essays are almost independent of one another. The 
first part is an exposition of Keynes’ General Theory, a commentary upon it and an 
appraisal of it. The second part is on the theory of foreign exchange—the purchasing 
power parity theories, balance of payments theory, and the theory of foreign exchange 
under a gold standard. The third part is on business cycle theory—the purely mone- 
tary, the monetary over investment, and Keynes’ theory—and remedies for the cycle. 
There is a final chapter on the definition of money. 

Keyes, S., editor. Economics: trends and issues—a book of readings. (New York: Russell 
F. Moore Co. 1952. Pp. ix, 508. $2.90.) 

Leontier, W. Studies in the structure of the American economy—theoretical and empirical 
exploration in input-output analysis. (New York: Oxford Univ. Press. 1953. Pp. x, 
500. $11.) 

Muits, F. C. Productivity and economic progress. Occas. paper 38. (New York: Nat. 
Bureau of Econ. Research, 1952. Pp. 36. 75¢.) 

Rospins, L. The theory of economic policy in English classical political economy. (New 
York: St. Martin’s Press. 1952. Pp. xii, 217. $3.) 

Rospertson, D. H. Utility and all that and other essays. (New York: Macmillan. 1952. 
Pp. 207. $3.50.) 

Srarra, P., editor, with the collaboration of H. M. Dobb. The works and correspondence 
of David Ricardo. Vol. V1, Letters 1810-1815. Vol. VII, Letters 1816-1818. Vol. VIII, 
Letters 1819-1821. Vol. IX, Letters 1821-1823, (New York: Cambridge Univ. Press, for 
the Royal Econ. Society. 1952. Pp. xii, 353; ix, 387; ix, 403; ix, 401. Each vol., $4.75.) 

von Mises, L. Planning for freedom. A collection of essays and lectures. (South Holland, 
Ill.: Libertarian Press. 1952. Pp. vi, 174. $1.50.) 

VON STACKELBERG, H. The theory of the market economy. Translated from the German 
by A. T. Peacock. (New York: Oxford Univ. Press. 1952. Pp. xxiii, 328. $4.50.) 

The German edition of 1948 was reviewed in the June 1949 number of this Review. 

ZIMMERMAN, L. J. The propensity to monopolize. Contributions to economic analysis, 
vol. 2. (Amsterdam: North-Holland Pub. Co. 1952. Pp. v, 100. $2.) 


Economic History; National Economies 


Acuttera, F., editor. Handbook of Latin American studies: 1949. no. 15. Prepared by The 
Hispanic Foundation of The Library of Congress. (Gainesville: Univ. of Florida Press. 
1952. Pp. xii, 289. $7.) 

A selective guide to material published in 1949 with a section devoted to economics. 

AsHwortH, W. A short history of the international economy, 1850-1950. (New York: 
Longmans, Green. 1952. Pp. 256. $3.25.) 

Cipotta, C. M. Mouvements monétaires dans l'état de Milan (1580-1700). Ecole Pratique 
des Hautes Etudes, Centre de Recherches Historiques. (Paris: Lib. Armand Colin. 1952. 
Pp. 92.) 

Croveu, S. B. and Core, C. W. Economic history of Europe. 3d ed. (Boston: D. C. Heath 
and Co. 1952. Pp. xx, 917. $5.75.) 

In this new edition changes have been made in the chapters dealing with the period 
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between the two World Wars; the chapter on World War II has been rewritten, and a 

new chapter on developments since 1945 has been added. 

Cotes, F. A. An internal financial plan for the implementation of economic development in 
Thailand. (Washington: Special Technical and Economic Mission to Thailand. 1952. 
Pp. 42.) 

Com, G., assisted by M. Younc. The American economy in 1960—economic progress in 
a world of tension. Nat. Planning Assoc. staff rept. pamph. no. 81. (Washington: Nat. 
Planning Assoc. 1952. Pp. 165.) 

Fay, C. R. Round about industrial Britain, 1830-1860. (Toronto: Univ. of Toronto Press. 
1952. Pp. ix, 227. $5.50.) 

A series of lectures in which Professor Fay examined the social, educational, eco- 
nomic and financial conditions in the main industrial sections of Britain in the period 
indicated. 

Hoover, H. C. The great depression, 1929-1941. Vol 3 of Memoirs. (New York: Mac- 
millan. 1952. Pp. 503.) 

Hosetitz, B. F., editor. The progress of underdeveloped areas. A collection of papers de- 
livered at the Twenty-seventh Harris Institute on International Relations, June, 1951. 
(Chicago: Univ. of Chicago Press. 1952. Pp. x, 297. $4.75.) 

Lamont, C. Soviet civilization. (New York: Philosophical Lib. 1952. Pp. xviii, 433. $5.) 
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of Soviet civilization. There is one long chapter on “Soviet Economic and Cultural 
Progress.” 

Lupe, H. The French investment program; a defense of the Monnet plan. (Geneva: 
Econ. Commission for Europe of the U.N. 1951. Pp. 226.) 

Metcatr, J. E. The agricultural economy of Indonesia. Dept. of Agric. monog. no. 15. 
(Washington: Supt. Docs. 1952. Pp. 99.) 

Mirskey, J. and Nevins, A. The world of Eli Whitney. (New York: Macmillan. 1952. Pp. 
xvi, 346. $5.75.) 

Myers, P. F. and Mautpin, W. P. Population of the Federal Republic of Germany and 
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by A. W. Barth and D. Tobler. Headline ser. no. 95. (New York: Foreign Policy Assoc. 
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Stud. ser. 1, vol. II. (Gainesville: Univ. of Florida Press. 1952. Pp. xviii, 240. $4.50.) 
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242 THE AMERICAN ECONOMIC REVIEW 
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tion and administration. 
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How to improve federal tax policy. Response by MAPI to government inquiry. (Chicago: 
Machinery and Allied Products Inst. 1952. Pp. 33.) 

Public finance surveys: India. U.N. pub. St/ECA/Ser. B/2. (New York: U.N. Dept. of 
Econ. Affairs. 1951. Pp. 101.) 

Technical monographs published by the Finance Project of the Mayor’s Committee on 
Management Survey, of the City of New York: 

No. 1 Biro, F. L. The municipal debt, a description, analysis and appraisal of debt 
policy and administration of the City of New York. 1951. Pp. xv, 148. 

No. 2 Quinto, L. J. Municipal income taxation in the United States. 1952. Pp. x, 116. 

No. 3 Vickrey, W. S. The revision of the rapid transit fare structure of the City of 
New York. 1952. Pp. xii, 156. 

No. 4 Buck, A. E. Budgeting and financial management of the City of New York. 1951. 
Pp. xi, 90. 


International Economics 


BiankeE, W. Uber Theorie und Methode der Bereschung von Kaufkraftparitaten. (Bremen: 
Bremer Auschuss fur Wirtschaftsforschung. 1952. Pp. 53. DM 4.) 


HarrtMAN, W. A. Mutual defense assistance control act of 1951, Public law 213—82nd 
Congress. 1st report to Congress. (Washington: Supt. Docs. 1952. Pp. 107.) 


Kury, P. and Verpoorn, P. J. De achtergronden en vooruitzichten van de economische 
integratie van Europa en haar gevolgen voor de welvaart van Nederland (The economic 
integration of Europe and its consequences for the Netherlands economy). Papers pre- 
sented before the annual meeting of the Verniging voor de Staathuishoudkunde, 1952. 
(The Hague: Martinus Nijhof. 1952. Pp. 136. f 5,50.) 
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Lersrock, F. O., editor. Probleme aus der Verbundenheit von Technik und Weltwirtschaft. 
(Berlin: Verlag Franz Vahlen. 1952. Pp. 103. DM 4.75.) 

Meape, J. E. A geometry of international trade. (New York: Macmillan. London: Allen 
& Unwin, Ltd., 1952. Pp. 112. $5.) 

Meyer, F. V. Britain, the sterling area and Europe. (Cambridge: Bowes & Bowes, 1952. 
Pp. viii, 150. 21 s.) 

PostHuMa, S. Enige beschouwingen over de Europesche Betalings Unie (Some aspects of 
the European Payments Union). (Haarlem: F. Bohn. 1952. Pp. 32. f 1,20.) 

ScH Lote, W. British overseas trade—from 1700 to 1930's. Translated by W. O. Hender- 
son and W. H. Chaloner. (Oxford: Basil Blackwell. 1952. Pp. xvi, 181. 22s., 6d.) 

The book originally appeared in 1938, the first of a series of studies concerning the 
development of the British economy undertaken by the Institute for the Study of World 
Economic Affairs at the University of Kiel. 

Suarp, W. R. International technical assistance: programs and organization, Pub. no. 108. 
(Chicago: Public Administration Service. 1952. Pp. 146.) 

Stone, D. C. The impact of U.S. assistance programs on the political and economic in- 
tegration of western Europe. Paper prepared for conference of Am. Pol. Sci. Assoc., 
Aug. 27, 1952. (Buffalo: Am. Pol. Sci. Assoc. 1952. Pp. 17.) 

Viner, J. International trade and economic development. Lectures delivered at the Na- 
tional University of Brazil, July and August 1950. (Glencoe, Ill.: The Free Press. 1952. 
Pp. 154. $2.75.) 

Balance of payments of the United States, 1949-1951. Prepared in the Office of Business 
Economics, Balance of Payments Division, Bureau of Foreign and Domestic Commerce. 
(Washington: Supt. Docs. 1952. Pp. 165.) 

Balance of payments yearbook. Vol. 4, 1950-1951. Prepared by the Balance of Payments 
Div. (Washington: Internat. Monetary Fund. 1952. Pp. 289.) 

Banking and foreign trade. A series of lectures, 5th Internat. Banking summer school, 
Christ Church, Oxford, July 1952. (London: Europa Publications Ltd. for the Institute 
of Bankers. 1952. Pp. 259. 15 s.) 

Direction of international trade, Jan.-June 1952. Quart. issue, stat. papers ser. T., vol. III 
no. 5/6. (New York: Statistical Office of the U.N. Pp. 231. 50¢.) 

Direction of international trade, Jan.-July 1952. Supplementary issue stat. papers ser. T, 
vol. III, no. 7. (New York: Statistical Office of the U.N. Pp. 51. 50¢.) . 

The European coal and steel community (The Schuman Plan). (Washington: Mutual Se- 
curity Agency, Div. of Statistics and Reports. 1952. Pp. 15.) 

Final report of the International Conference on German External Debts. London, Feb.- 
Aug. 1952. Dept. of State pub. 4746. (Washington: Dept. of State. 1952. Pp. 59.) 
Foreign aid by the United States government 1940-1951. A supplement to the Survey of 
Current Business. Prepared by the Clearing Office for Foreign Transactions, Office of 
Business Economics, Dept. of Commerce. (Washington: Supt. Docs. 1952. Pp. v, 118. 

$1.) 

Foreign exchange regulations in Great Britain. 6th suppl. (Basle: Bank for Internat. Settle- 
ments. 1952. Pp. 150. Sw.fr. 15.00.) 

Introduzione statistica allo studio dei problemi economici dell’ Europa federata. (Genoa: 
Istituto di Economia Internazionale. 1952, Pp. 164. L.1,000.) 

Investment guaranty manual. (Washington: Mutual Security Agency, Industrial Guaranties 
Branch. 1952. Pp. 42.) 

L’ERP in Italia, (Rome: Missione Speciale per la MSA in Italia, Divisione Informazioni. 
1952. Pp. 349.) 

Mutual security legislation and related documents with explanatory notes. By the House 


Committee on Foreign Affairs, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. 
Pp. 137.) 
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Operation of the trade agreements program, fourth report, July 1950-June 1951. (Wash- 
ington: Tarifi Commission. 1952. Pp. 267.) 

Réglementation du commerce de lor et des devises en Belgiques et au Grand-Duché de 
Luxembourg. Suppl. 2. (Basle: Bank for Internat. Settlements. 1952. Pp. 90.) 

Réglementation du commerce de l’or et des devises en France. Suppl. 12. (Basle: Bank for 
Internat. Settlements, 1952. Pp. 100. Sw. fr. 9.00.) 

Report of activities of the National Advisory Council on international monetary and 
financial problems with message from the President of the United States transmitting 
report, June 1952. (Washington: Supt. Docs. 1952. Pp. 77.) 

Second report to Congress on the Mutual Security Program. (Washington: Supt. of Docs. 
1952. Pp. v, 48, 30¢.) 

The sterling area—an American analysis. U.S. Econ. Cooperation Administration, Special 
Mission to the United Kingdom. (London: Research and Stat. Div., Econ. Coop. Admin. 
1951. Pp. 672.) 

Together we are strong. Dept. of State pub. no. 4614. Commercial pol. ser. 144. (Washing- 
ton: Supt. Docs. 1952. Pp. 40.) 

The world payments situation. A series of charts with commentary presented to 7th An. 
meeting, Bd. of Govs., Internat. Monetary Fund at Mexico City, Sept. 1952. (Washing- 
ton: Internat. Monetary Fund. 1952. Pp. 54.) 

United States import duties (1952). Schedules of articles subject to duty and of articles 
free of duty as of July 1, 1952, and special and administrative provisions of the tariff 
act, as amended as of July 1, 1952. Tariff Commission misc. ser. TC 1.10: Im 1/4/952. 
(Washington: Supt. Docs. 1952. Pp. 447 unb.) 

Yearbook of international trade statistics, 1951. UN pub. 1952: xviii. 7. (New York: 
Columbia Univ. Press. 1952. Pp. 272. $2.50.) 

Yearbook of the United Nations, 1951. With an account of proceedings of the 6th Sess. 
of the General Assembly. (New York: Columbia Univ. Press. 1952. Pp. ix, 1030. $12.50.) 


Business Administration 


Diesotp, J. Automation: the advent of the automatic factory. (New York: D. Van 
Nostrand Co. 1952. Pp. ix, 181. $3.) 

By automation the author means “automatic operation and the process of making 
things automatic.” He is primarily concerned with uses of automatic controls in business 
and industry. 

Hatt, H. R. Some observations on executive retirement. (Boston: Div. of Research, Grad. 
School of Bus. Admin., Harvard Univ. 1953. Pp. xiv, 298. $3.75.) 

Kertey, P. C. and Lawyer, K. Case problems in small business management. (New York : 
Prentice-Hall. 1952. Pp. xiii, 257. $2.85.) 

Spencer, W. H. and Giittam, C. W. A textbook of law and business. 3d ed. (New York: 
McGraw-Hill. 1952. Pp. xi, 838. $7.50.) 

Weppvinc, N., editor. Vertical integration in marketing. Bur. Econ. and Bus. Research bull. 
74. (Urbana: Univ. of Illinois. 1952. Pp. 169. Single copies gratis.) 

Wittiamson, H. F. Winchester: the gun that won the west. (Washington: Sportsman's 
Press. 1952. Pp. xvi, 494. $10.) 

Report of the twenty-fourth annual Boston Conference on Distribution spons. by the 
Boston Chamber of Commerce in cooperation with Harvard and Boston Univ. Gradu- 
ate Schools of Bus. Admin. and Mass. Inst. of Technology. (Boston: Boston Conference 
on Distribution. 1952. Pp. 103. $3.90.) 


Industrial Organization; Public Regulation of Business 


Curisten, H. Theoritische Betrachtungen sur schweizerischen Kriegswirtschaftspolitik. 
(Bern: A. Francke. 1952. Pp. iii, 146. Sw. fr. 15.-.) 


TITLES OF NEW BOOKS 247 


Gorwata, A. D. The role of the administrator: past, present and future. (Poona: Gokhale 
Institute of Econ. & Politics. 1952. Pp. 44. Rs. 2.) 

Hate, R. L. Freedom through law—public control of private governing power. (New York: 
Columbia Univ. Press. 1952. Pp. xvi, 591. $7.50.) 

The book is concerned primarily with “the distribution of economic liberty in the 
broad sense of freedom from restrictions on one’s economic activities as consumer or 
as producer.” The four main parts of the book are concerned respectively with: the 
legal bases of economic inequality; common-law adjustments of conflicting economic 
liberties; the protection which the Constitution affords to economic liberty and equality ; 
and political processes for adjusting conflicting liberties. Considerable attention is given 
to problems of taxation, wage regulation, public utility regulation. 

Rosson, W. A., editor. Problems of nationalized industry. An expansion of essays which 
first appeared in a special issue of Political Quarterly. (London: Allen & Unwin. 1952. 
Pp. 390.) 

Soute, G. H. Compilation showing progress and status of the defense minerals produc- 
tion program. (Washington: Supt. Docs. 1952. Pp. 70.) 

We ts, H. A. Monopoly and social control. (Washington: Public Affairs Press. 1952. Pp. 
ix, 158. $3.25.) 

Wu, Y. L. Economic warfare. (New York: Prentice-Hall. 1952. Pp. xii, 403. $4.50.) 

Antitrust laws with amendments 1890-1951. (Washington: Supt. Docs. 1951. Pp. 104.) 


Consolidated interpretation bulletin. Prepared by the Wage Stabilization Board. (Washing- 
ton: Supt. Docs. 1952. Pp. 60.) 

Defense programs: federal aids for facilities expansion. (Washington: Defense Production 
Admin. 1952. Pp. 25.) 

Directory of commodities and services exempted or suspended from price control, 3d ed. 
Covers all regulations issued through Dec. 18, 1952, by the Office of Price Stabilization. 
(Washington: Supt. Docs. 1952. Pp. 71.) 

FTC’s defense of its research and NAM’s reply. Econ. Pol. Div. ser. no. 49. (New York: 
Nat. Assoc. of Manufacturers of the U.S. 1952. Pp. 71.) 

Problems of small business related to the national emergency: field operations of the 
small defense plants administration. Hearings before subcommittee no. 1 of the House 
Select Committee on Small Business, 82nd Cong., 2nd sess., Pt. 4. (Washington: Supt. 
Docs. 1952. Pp. 809.) 

Study of monopoly power. Hearing before the Antitrust Subcommittee of the House 
Committee on the Judiciary, 82nd Cong., 2nd sess., on newsprint expansion, Oct. 1952. 
(Washington: Supt. Docs. 1952. Pp. 27.) 

Study of Securities and Exchange Commission. Hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce, 82nd Cong., 2nd sess. Pt. II, 
Direct placements of corporate securities. (Washington: Supt. Docs. 1952. Pp. 270.) 


Public Utilities; Transportation; Communications 


Bryan, L. A. Operating costs of a light aircraft fleet: a case study. Aeronautics bull. no. 
10. (Urbana: Univ. of Illinois Inst. of Aviation. 1952. Pp. 9.) 

Davipson, S. The plant accounting regulations of the Federal Power Commission, a critical 
analysis. Michigan bus. stud. vol. XI, no. 1. (Ann Arbor: Univ. of Michigan Press. 1952. 
Pp. 163. $2.) 

Marcon, E. and McLenpon, W. P. Transportation factors in the marketing of newsprint. 
Transportation ser. no. 2. (Washington: Office of the Under Secretary for Transportation, 
Dept. of Commerce. 1952. Pp. ix, 126. 40¢.) 

Van Metre, T. W. Industrial trafic management. (New York: McGraw-Hill. 1953. Pp. 
xii, 552. $6.50.) 

The treatment is from the point of view of the consumer of transportation services, 
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and hence is primarily concerned “with the practical aspects of traffic management, 
with the day-to-day duties of the professional traffic manager.” 

1953 Federal aid airport program. (Washington: Civil Aeronautics Admin. 1952. Pp. 26.) 

Het Nederlandse luchthaven-vraagstuk (Centralisation or decentralisation of the Dutch air- 
port capacity.) Pub. of the Stichting voor Economisch Onderzoek of the University of 
Amsterdam. (Leiden: Stenfert Kroese. 1952. Pp. 69. f 3,50.) 

Uniform system of accounts for railroad companies, prescribed by the Interstate Commerce 
Commission in accordance with section 20 of the Interstate Commerce act, issue of 1952, 
effective Oct. 1, 1952. (Washington: Supt. Docs. 1952. Pp. 132.) 


Industry Studies 


Howe tt, L. D. Marketing and manufacturing services and margins for textiles. Dept. of 
Agric. tech. bull. no. 1062. (Washington: Supt. Docs. 1952. Pp. 294.) 

Tuompson, J. H. The manufacturing industries of West Virginia. (Morgantown: Bur. of 
Bus. Research, West Virginia Univ. 1952. Pp. vii, 67.) 

Census of manufacturers: 1947—indexes of production. Manufacturing production indexes 
for 1947 relative to 1939, based largely on Census of Manufacturers data. (Washing- 
ton: Supt. Docs. 1952. Pp. viii, 99. $1.75.) 


Land Economics; Agricultural Economics; Economic Geography 


Cootsen, F. G., Myers, W. S., Martin, J. W. Paducah and Western Kentucky income, 
labor and retail trade patterns. With supplementary study by J. W. Martin, Paducah 
and McCracken County revenue base. (Frankfort: Agricultural and Development Bd. of 
Kentucky. 1952. Pp. v, 68.) 

Foy, B. L., compiler. A bibliography for the TVA program. (Knoxville: Tenn. Valley 
Authority, Library. 1952. Pp. 34.) 

Frype, M. M. Selected works on Polish agrarian history and agriculture. A bibliographical 
survey. (New York: Mid-European Studies Center. 1952. Pp. 87. 50¢.) 

Gotpperc, R. A. The soybean industry—with special reference to the competitive position 
of the Minnesota producer and processor. (Minneapolis: Univ. of Minnesota Press. 1952. 
Pp. xv, 186. $5.) 

Hacue, D. C. and Newman, P. K. Costs in alternative locations: the clothing industry. 
Nat. Inst. Econ. and Soc. Research occas. papers XV. (New York: Cambridge Univ. 
Press. 1952. Pp. vii, 73. $2.50.) 

Haroin, C. M. The politics of agriculture; soil conservation and the struggle for power in 
rural America. (Glencoe, Ill.: Free Press. 1952.) 

Howarp, M. S. and others. Housing needs and preferences of farm families—a comparison 
of data from studies in four regions. Dept. of Agric., Bur. of Human Nutrition and 
Home Economics. (Washington: Supt. Docs. 1952. Pp. 63.) 

Jewkes, J. The control of the location of industry in Great Britain, Nat. econ. prob. ser., 
no. 446. (Washington: Am. Enterprise Assoc. 1952. Pp. 36. 50¢.) 

Kicer, H. C. Grower attitudes toward marketing tobacco cooperatively. Dept. of Agri- 
culture, Farm Credit Admin. circ. C-144. (Washington: Supt. Docs. 1952. Pp. 54.) 
Mertcatr, J. E. The agricultural economy of Indonesia. Dept. Agric. monog. 15. (Wash- 

ington: Supt. Docs. 1952. Pp. ix, 100. 30¢.) 


ScumintT, H. G. assisted by Hii1, H. J. Food and agricultural programs in West Germany 
1949-51. (Bad Godesberg-Mehlem: Hist. Div., Office U.S. High Commissioner for 
Germany. 1952. Pp. vii, 202.) 

Sotn, L. How farm people learn new methods. An agriculture committee report. Planning 
pamph. no. 79. (Washington: Nat. Planning Assoc. 1952. Pp. viii, 23. 50¢.) 
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ZIMMERMAN, C. C. and DuWors, R. E. Graphic regional sociology (a study in American 
social organization). (Cambridge: Phillips Book Store. 1952. Pp. x, 206. $3.50.) 

Administrative rules and regulations under Section 8 of the National Housing act; a new 
section added to title I of the National Housing act. (Washington: Federal Housing 
Admin. 1952. Pp. 19.) 

Agriculture’s capacity to produce; possibilities under specified conditions. Prepared by the 
Bureau of Agricultural Economics under the auspices of the Land Grant College-De- 
partment of Agriculture Joint Committee on Agricultural Production Capacity, Agric. 
inf. bull. no. 88. (Washington: Supt. Docs. 1952. Pp. 62.) 

The allocation of costs of federal water resources development projects. Report to the 
House Committee on Public Works from the Subcommittee to Study Civil Works, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 31.) 

The civil functions program of the Corps of Engineers, U. S. Army. Report to the House 
Committee on Public Works from the Subcommittee to Study Civil Works, 82nd Cong., 
2nd sess. (Washington: Supt. Docs. 1952. Pp. 39.) 

Commodity Exchange act as amended. Rules and regulations of the Secretary of Agri- 
culture. Prepared by Commodity Exchange Authority. (Washington: Supt. Docs. 1952.) 

The Durban housing survey—a study of housing in a multi-racial community. Addl. rept. 
no. 2 of Natal Regional Survey by Research Sec., Dept. of Econ., Univ. of Natal. 
(Durban: Univ. of Natal Press. 1952. Pp. xii, 508. 35 s.) 

Economic evaluation of federal water resource development projects. Report to the House 
Committee on Public Works from the Subcommittee to Study Civil Works, 82nd Cong., 
2nd sess. (Washington: Supt. Docs. 1952. Pp. 55.) 

50 Years of reclamation: financial report to the nation’s stockholders, 1902-1952. (Wash- 
ington: Supt. Docs. 1952. Pp. 32.) 

The flood control program of the Department of Agriculture, Report to the House Com- 
mittee on Public Works by Mr. Jones of Alabama from the Subcommittee to Study Civil 
Works, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 43.) 

Futures markets. Commodity Exchange act and Commodity Exchange Authority. Dept. of 
Agric. leaflet no. 330. (Washington: Supt. Docs. 1952. Pp. 12.) 

Hells Canyon dam. Hearings before the Subcommittee on Irrigation and Reclamation of 
the House Committee on Interior and Insular Affairs, 82nd Cong., 2nd sess. (Washington: 
Supt. Docs. 1952. Pp. 897.) 

Materials survey: copper. Compiled for the Nat. Security Resources Board by the Dept. 
of the Interior, Bureau of Mines with the cooperation of the Geological Survey. (Wash- 
ington: Supt. Docs. 1952. var. pp.) 

New housing in metropolitan areas, 1949-51. BLS bull. no. 1115. (Washington: Supt. Docs. 
1952. Pp. 64.) 

Oil and Leasing act of 1920 with amendments and other laws relating to mineral lands. 
(Washington: Supt. Docs. 1952. Pp. 347.) 

Petroleum productive capacity; a report on present and future supplies of oil and gas. 
Presented by the Committee on Oil and Gas Availability, Jan. 1952 to the Nat. 
Petroleum Council. (Washington: Nat. Petroleum Council. 1952. Pp. 102.) 

A review of Commonwealth agriculture: production and trade. By the Commonwealth 
Economic Committee. (London: H. M. Stat. Office. 1952. Pp. 201.) 

Supplemental report, Missouri River Basin agricultural program with letter from the 
Secretary of Agriculture, transmitting the report, 82nd Cong., 2nd sess. (Washington: 
Supt. Docs. 1952. Pp. 217.) 


Labor 


BaERWALD, F. Fundamentals of labor economics. Rev. ed. (New York: Declan X. McMullen 
Co., distributors for Fordham Univ. Press. 1952. Pp. xvii, 480. $4.75.) 
The first edition was reviewed in the June 1948 number of this Review. The present 
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edition has given careful attention to developments under the Labor-Management Labor 
Relations Act of 1947; the chapters on the theory and policies of full employment have 
been rewritten; and the Social Security Amendment of 1950 has been analyzed. 


Franvers, A. Trade unions. Hutchins Univ. Lib. pub. (New York: Longmans, Green and 
Co, 1952. Pp. vii, 172. $2.25; text ed., $1.80.) 
A textbook primarily with reference to the British labor movement. 
Peters, E. Conciliation in action. Principles and techniques. (New London: Nat. Fore- 
men’s Institute. 1952. Pp. xx, 266. $4.50.) 


Snuttz, G. P. and Crisara, R. P. The La Pointe Machine Tool Co. and United Steel- 
workers of America: Case study no. 10 for NPA Com. on Causes of Indus. Peace under 
Collective Bargaining. (Washington: Nat. Planning Assoc. 1952. Pp. xiv, 81. $1.) 


Toties, N. A. and Ramon, R. L. Sources of wage information: employer associations. 
Vol. 3 in Cornell Stud. in Indus. and Labor Relations. (Ithaca: Cornell Univ. Press. 
1952. Pp. xvi, 351. $3.) 

Individual descriptions of 220 surveys of wages and related matters as conducted by 
120 employer associations. There is also an analysis in general terms of the content of 
the surveys, and of the methods employed. 

Yopver, D. and Witson, L. N. Trends in personal ratios and saiaries. Reprint ser. no. 9, 
Indus. Relations Center, Univ. of Minn, (Minneapolis: Univ. of Minn. Press. 1952. Pp. 
8. 75¢.) 


Coal mine safety. Hearings before a subcommittee of the House Committee on Education 
and Labor, 82nd Cong., 2nd sess., on H.R. 268, a bill amending Public Law 49, 77th 
Cong., providing for the welfare of coal miners, Feb. 1952. (Washington: Supt. Docs. 
1952. Pp. 491.) 

Federal fact-finding boards and boards of inquiry, 1945-1951. BLS Works stoppages ser. 
5, no. 1. (Washington: Bur. of Labor Statistics. 1952. Pp. 30.) 


International Labour Office publications, Geneva, Switzerland. 

Co-operative practice—an introduction. Stud. and rept. ns. no. 32. Pp. 50. 50¢. 
National employment services—Great Britain. Pp. xii, 189. 

Yearbook of labor statistics 1951-52. 12th issue. Pp. xviii, 359. $5. 

Minutes of the 112th session of the governing body, Geneva, June 1950. Pp. 215. 

Interpreting the labor movement. Indus. Relations Research Assoc. pub. no. 9. (Cham- 
paign, Ill.: Twin City Printing Co. 1952. Pp. xi, 207. $3.) 

Labor Arbitration Series, edited by G. W. Taylor, published for Wharton School of Finance 
and Commerce by Univ. of Pennsylvania Press (Price for entire series $10.) : 

BackMAN, J. Economic data utilized in wage arbitration. 1952. pp. vii, 56. $1. 

Freivin, J. Labor arbitration and the courts. 1952. Pp. vi, 58. $1. 

HaNpsakerR, M. and M. The submission agreement in contract arbitration. 1952. Pp. vii, 
101. $1.50. 

KeNNeby, VAN D. Arbitration in the San Francisco hotel and restaurant industries. 1952. 
Pp. vi, 113. $1.50. 

Kuun, A. Arbitration in transit—an evaluation of wage criteria. 1952. Pp. xiii, 203. $3. 

SmkiIn, W. E. Acceptability as a factor in arbitration under an existing agreement. 
1952. Pp. vi, 67. $1. 

Sxiiton, R. H. Industrial discipline and the arbitration process. 1952. Pp. vi, 76. $1. 

Triprp, L. R. Wage-reopening arbitration. 1952. Pp. vi, 108. $1.50. 

Witte, EF. E. Historical survey of labor arbitration. 1952. Pp. vi, 64. $1. 

Labor recruitment for agriculture, the farm placement service, 1949, 1950, 1951; pro- 
duction, harvesting, processing. Prepared by the Bur. of Employment Security. (Wash- 
ington: Supt. Docs. 1952. Pp. 32.) 

National and emergency labor disputes. Hearings before the Senate Committee on Labor 
and Public Welfare and its Subcommittee on Labor and Labor Management Relations, 
S2nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 767.) 
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The problem of delay in administering the Labor-Management Relations act. Staff report 
to the Subcommittee on Labor and Labor-Management Relations of the Senate Com- 
mittee on Labor and Public Welfare, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 
1952. Pp. 34. 

Prolonged non-occupational illness—a nationwide study among employed persons. First 
Progress Report of the Research Council for Economic Security, pub. no. 95. (Chicago: 
Research Council for Economic Security. 1952. Pp. 23.) 

Publications of the Subcommittee on Labor and Labor Management Relations—staff 
report to the subcommittee of the Senate Committee on Labor and Public Welfare, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 6.) 


Population; Social Welfare and Living Standards 


Lawrence, N. Israel: Jewish population and immigration. Bureau of Census, Internat. 
population stats. repts. P-90, no. 2, (Washington: Supt. Docs. 1952. Pp. v, 58. 30¢.) 

Berekeningen omtrent de toekomstige loop der bevolking (The future development of the 
population in the Netherlands). Pub. of the Netherlands Central Bureau of Statistics. 
(Utrecht: W. de Haan. 1951. Pp. 99. f 6,60.) 

Comparison of state unemployment insurance laws as of December 1951. By Bur. of 
Employment Security. (Washington: Supt. Docs. 1952. Pp. 123.) 

Consumer problems in a period of international tension. An institute sponsored by 
Kansas State College and Consumers Union of the United States, Jume 1952. (Man- 
hattan: Kansas State College. 1952. Pp. 84.) 

Family income, expenditures, and savings in 10 cities. BLS no. 1065. (Washington: Supt. 
Docs. 1952. Pp. 110.) 


Unclassified 


BALLANTINE, J. W. Formosa—a problem for United States foreign policy. (Washington: 
The Brookings Inst. 1952. Pp. xi, 213. $2.75.) 

McEntire, D., editor. Inventory of source material and research in social statistics, Pacific 
coast, 1949-1950. (Berkeley: Soc. Science Research Council, Univ. of Calif. 1952. Pp. iii, 
67.) 

MANNHEIM, K. Essays on the sociology of knowledge. Edited by P. Kecskemeti. (New 
York: Oxford Univ. Press. 1952. Pp. viii, 327. $6.) 

Martin, M. and Gerser, L., compilers. The new dictionary of American history. (New 
York: Philosophical Lib. 1952. Pp. vi, 695. $10.) 

Spicer, E. H., editor. Human problems in technological change. (New York: Russell Sage 
Foundation. 1952. Pp. 301. $4.) 

A case book growing out of Cornell's program for research and training in culture and 
applied science. The cases are specific instances of the introduction of technological im- 
provements in various cultures of the American Southwest, India, Peru, and other areas. 

Annual report of the Librarian of Congress for the fiscal year ending June 30, 1951. 
(Washington: Supt. Docs. 1952. Pp. 180. $1.75.) 
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Sayies, L. R. and Strauss, G. Conflicts within the local union. Harvard Bus. Rev., Nov.- 
Dec. 1952. Pp. 9. 

SCHWEINGRUBER, E. Arbeitsrechtliche Chronik 1951. Wirtschaft und Recht, vol. 4, no. 3, 
2052. Pp. 7. 

SHANKLIN, J. E. The employer's duty to supply data for collective bargaining. Mo. Lab. 
Rev., Oct. 1952. Pp. 7. 

Suurciirr, A. W. Wage developments in Japan during the occupation. Mo. Lab. Rev., 
Oct. 1952. Pp. 5. 

Suicuter, S. Current labor trends and problems and Taft-Hartley Act. Com. Fin. Chronicle, 
Oct. 30, 1952. Pp. 7. 

Storer, H. Zum problem der missbriuchlichen kiindigung im kiinftigen arbeitsrecht. 
Wirtschaft und Recht, vol. 4, no. 3, 1952. Pp. 7. 

Stone, R. C. Conflicting approaches to the study of worker-manager relations. Social 
Forces, Dec. 1952. Pp. 7. 

Strauss, G. and Sayies, L. R. Patterns of participation in local unions. Indus. Lab. Rel. 
Rev., Oct. 1952. Pp. 13. 

Stucke, A. L. and Haase, H. F. Construction labor on public housing in the south. Mo. 
Lab. Rev., Oct. 1952. Pp. 7. 

Tavtor, C. E. The jobs of federal white-collar workers. Mo. Lab. Rev., Nov. 1952. Pp. 6. 

Turner, R. H. Foci of discrimination in the employment of nonwhites. Am. Jour. Soc., 
Nov. 1952. Pp. 10. 

VAN DEN WYENBERGH, W. Das problem des mitbestimmungsrechtes in Deutschland seit 
1945, seine diskussion und ansatze zu seiner losung durch die gesetzegebung. Politeia, vol. 
IV, no. 1, 1952. Pp. 15. 

VANNUTELLI, C. Wage structure and the cost of labour in Italy. Rev. Econ. Conditions in 
Italy, Sept. 1952. Pp. 23. 

Vorstn, M. and Onivier, L. L’association ouvriers-patrons pour la gestion de Ventreprise en 

France. Politeia, vol. IV, no. 1, 1952. Pp. 9. 
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von Casterperc, G. Die erhaltung wichtiger, in ihren existenzgrundlagen gefahrdeter 
wirtschaftszweige oder berufe. Wirtschaft und Recht, vol. 4, no. 3, 1952. Pp. 18. 


von Horsten, E. Standard of living and real wages in various countries. Skandinav. Bank. 
Quart. Rev., July 1952. Pp. 3. 


WacuenueEIM, H. German labor asks co-management. For. Affairs, Jan. 1953. Pp. 11. 
Westrate, C. Industrial peace in the Netherlands. Indus. Lab. Rel. Rev., Oct. 1952. Pp. 6. 


Wiesman, B. International labor cooperation:a powerful adjunct to the U.N. Dept. of State 
Bull., Nov. 24, 1952. Pp. 4. 


Wo rein, S. L. Job tenure of American workers. Mo. Lab. Rev., Sept. 1952. Pp. 6. 
Forced labor in the Soviet Union. Dept. of State Bull., Sept. 22, 1952. Pp. 8. 


I problemi del lavoro. A series of papers by various authors presented at the 1950 meetings 
of the Societa Italiana di Economia Demographia e Statistica. Riv. Ital. de Econ. 
Demografia e Stat., July-Dec. 1951. Pp. 562. 


Workplace security. Oriental Econ., Nov. 1952. Pp. 3. 


Population; Social Welfare and Living Standards 


Conen, W. J. Social Security Act amendments of 1952. Soc. Sec. Bull., Sept. 1952. Pp. 7. 


Dicktnson, F. G. and Werker, E. L. Mortality trends in the United States 1900-1949. 
Jour. Am. Med. Assoc., Sept. 1952. Pp. 32. 


Korzypsk1, S. Le peuplement des grandes agglomérations urbaines. Londres et Paris aux 
X1IX¢ et XX siécles. Population, July-Sept. 1952. Pp. 36. 


Lecrerc, J. Sécurité sociale et epargne publique. Rev. Sci. et Lég. Finan., Oct.-Dec. 1952. 
Pp. 16. 


Myroat, G. Les aspects économiques de la santé. Rev. Econ., Nov. 1952. Pp. 20. 
Nitson, S. S. La théorie de population d’Adam Smith. Population, July-Sept. 1952. Pp. 8. 


Scnuz, T. The cost of inexpensive nutrition before and after the war. Bull. Oxford Univ. 
Inst. Stat., July 1952. Pp. 14. 


Strcer, J. S. and Hamutton, C. H. Some considerations in the use of the residual method 
of estimating net migration. Jour. Am. Stat. Assoc., Sept. 1952. Pp. 26. 


Srertinc, H. Die erndhrungsphysiologischen grundtatsachen und ihre volkswirtschaftliche 
bedeutung. Schmollers Jahrb., vol. 72, no. 4, 1952. Pp. 36. 


Vance, R. B. Is theory for demographers? Social Forces, Oct. 1952. Pp. 5. 


von Rimscna, H. Die entwicklung der russlindischen emigration nach dem zweiten 
weltkrieg. Europa Archiv, Nov. 20-Dec. 5, 1952. Pp. 14. 


Institute on consumer problems: excerpts from talks given at CU’s 1952 conference, co- 
sponsored by Kansas State College. Consumers Rept., Sept. 1952. Pp. 3. 


Postwar use of consumer funds. Fed. Res. Bull., Sept. 1952. Pp. 7. 


Unclassified Items 


Matuerty, W. J. and McFerrin, J. B. The history of the Southern Economic Associa- 
tion. So. Econ. Jour., Oct. 1952. Pp. 18. 


NOTES 


John H. Williams, of Harvard University, has been appointed chairman of the American 
Economic Association nominating committee for the current year. He would appreciate 
having suggestions for officers for next year at as early a date as possible. Such suggestions 
may be addressed to him at the Federal Reserve Bank of New York, 33 Liberty Street, 
New York, N.Y. 


Retirements 


The following members of the profession have been reported as retiring from teaching 
at the end of the current academic year: 

Julius B. Bearnson, professor of economics, department of economics, College of 
Business, University of Utah. 

Orval Bennett, professor of business and government at Washington University, St. 
Louis. 

Pembroke H. Brown, professor of economics, University of Illinois. 

Donald English, professor of accounting, Cornell University. 

S. S. Huebner, professor of insurance, Wharton School, University of Pennsylvania. 

Marion K. McKay, head of the department of economics, School of Business Administra- 
tion, University of Pittsburgh. 

Harry J. Ostlund, associate professor of accounting, School of Business Administration, 
University of Minnesota. 

E. C. Stone, professor in the School of Business Administration, University of Pittsburgh. 

Nina L. Youngs, instructor in accounting, School of Business Administration, University 
of Minnesota. 

VisuAL MATERIALS IN ECONOMICS 


A Visual Economics Laboratory was established at Columbia University in November 
1951 and was financed for a year by a grant from the Alfred P. Sloan Foundation. 
Trustees of the Foundation have made an additional grant to cover the budget of the 
Laboratory until November 1953. Dr. Arthur Dahlberg is director of the Laboratory. The 
visual materials that are being prepared are in process of testing in courses in economics in 
Columbia College. Upon completion of the tests the entire output of the Laboratory will 
be made available to other colleges and universities. The material will probably be ready 
for distribution at the end of the current academic year. 


Soctat Science ReseArcH Councrt ANNOUNCEMENTS 


The Social Science Research Council announces a new program of stipends and fellow- 
ships designed to identify and assist able students at an early stage of their education. A 
grant from the Ford Foundation enables the Council to offer, during a period of three or 
four years beginning in 1953, Undergraduate Research Stipends which may be followed 
by First Year Graduate Study Fellowships. Undergraduate Research Stipends will be awarded 
to college juniors who will devote eight weeks or more during the summer between their 
junior and senior years to research under the guidance of designated faculty supervisors. 
Awards of First Year Graduate Study Fellowships will be made in the latter part of the 
senior year to about one-half of the undergraduate stipend holders who have shown 
superior promise of making successful careers in the scientific study of human behavior. 

The Social Science Research Council also announces a Summer Institute in Mathematics 
for Social Scientists to be held at Dartmeuth College, Hanover, New Hampshire, from 
June 22 to August 14, 1953. The Institute is open to faculty members and predoctoral and 
postdoctoral students who wish to improve their mathematical training. Holders of the 
bachelor’s degree who are about to enter graduate schools may also be admitted. Enroll- 
ment will be limited to about thirty. 
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Deaths 


Franz K. Balling died August 6, 1952. 

Truman C. Bigham, chairman of graduate work and professor of economics, University 
of Florida, died December 29, 1952 in Dallas, Texas. 

Frank Buchanan, U.S. Congressman, died April 27, 1951. 

Clive Day, of Yale University, died July 27, 1951. 

Elisha M. Friedman died March 25, 1951. 

Ernest H. Hahne, of Miami University, Oxford, Ohio, died November 25, 1952. 

Donald J. Hay, of the University of Illinois, died November 1, 1952. 

Donald M. Marvin died April 1, 1952. 

Arthur E. Murdoch died July 17, 1952. 

Edwin F. Wendt died September 30, 1952. 

William M. Whitten. 


Appointments and Resignations 


Stephen G. Allen, formerly of Stanford University, has joined the faculty of the Uni- 
versity of Minnesota as assistant professor of statistics. 

Clay J. Anderson has been granted a year’s leave of absence from the Federal Reserve 
Bank of Philadelphia to serve as advisor to the Union Bank of Burma, Rangoon, Burma. 

John W. Anderson, of Indiana University, has been appointed assistant professor of ac- 
counting in the College of Business Administration of the University of Georgia. 

Werner Baer has joined the staff of Bache & Company, members of the New York Stock 
Exchange, as security analyst. He continues to teach economics in the School of General 
Studies at Hunter College. 

C. Kenneth Beach, of the School of Industrial and Labor Relations, Cornell University, 
has been granted a leave of absence to serve as coordinator of training activities for 
Arabian American Oi! Company. 

Richard F. Behrendt is chief of the United Nations Technical Assistance Mission to 
Paraguay and advisor to Paraguay’s National Planning Commission for Economic De- 
velopment. He will occupy a new chair for sociology and international economics at the 
University of Bern, Switzerland, in the fall of 1953. 

Russell Bowers, formerly professor of accounting at the University of Georgia, has 
been appointed lecturer in business administration in the School of Business Administration, 
Emory University. 

John W. Bowyer, Jr., has been appointed assistant professor of finance in the School 
of Business and Public Administration of Washington University, St. Louis. 

Edward C. Budd has been promoted from instructor to assistant professor of economics 
at Yale University. 

David W. Bussell has resumed teaching at the Ohio State University after having been 
in active service in the U.S. Navy for one and one-half years. 

J. Carl Cabe has been appointed assistant professor of economics at the University of 
Kansas. 

Arthur E. Carlson has been appointed assistant professor of management in the School 
of Business and Public Administration of Washington University, St. Louis. 

William T. Chaffin has resigned as assistant professor of accounting in the College of 
Business Administration of the University of Tennessee. 

Ralph J. Chances has been appointed assistant professor of economics in the College of 
Business Administration, Tulane University. 

Wen-yu Cheng has been promoted to assistant professor of economics at Marietta Col- 
lege. 
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M. Gardner Clark, of the New York State School of Industrial and Labor Relations, 
Cornell University, is in Milan making a study of labor problems in the Italian metal 
industries under a Fulbright grant. 

Neil Corothers, dean emeritus, Lehigh University, has returned from Korea, where he 
has been on special assignment as general economist, United Nations Civil Assistance Com- 
mand, Eighth Army, and personal adviser to the Commanding General, Civil Affairs, Korea. 

Wilfrid H. Crook is on leave of absence from Colgate University to do further research 
on the general strike, under the auspices of the Social Science Research Council. 

Ben F. Curry was lecturer in labor economics at the University of North Carolina in the 
winter quarter. 

A. M. Dreyer has been promoted from assistant professor to associate professor of 
economics at the University of South Dakota. 

Otto H. Ehrlich has been promoted to associate professor of economics at the Gradu- 
ate School of Arts and Science of New York University. 

Emanuel R. Fuchs has been appointed staff economist to the Department of Interior's 
Missouri Basin Field Committee. 

Paul R. Gawthrop has been promoted to assistant professor of economics and business 
administration and acting head of the department at Marietta College. 

Victor Gerdes, of the University of Wisconsin, has been appointed assistant professor 
of economics at Beloit College. 

Frank F. Gilmore has been appointed associate professor of management in the School 
of Business and Public Administration, Washington University, St. Louis. 

Paul N. Guthrie has been on leave from the University of North Carolina in the fall 
and winter quarters to serve first as a public member of the Wage Stabilization Board 
and then as the President’s representative in the handling of wage matters involving the 
railroad system of the country. 

Challis A. Hall has been promoted from assistant professor to associate professor of 
economics at Yale University. 

Morrison Handsaker, of Lafayette College, is on leave this semester to act as consultant 
on labor relations, in Germany, under a grant from the Department of State. 

Rector R. Hardin, formerly of Howard College, has been appointed professor of eco- 
nomics in the College of Business Administration of the University of Georgia. 

Franciscius Harrison, of Western Reserve University, is visiting associate professor of 
management at the Ohio State University during the winter and spring quarters of 1953. 

Samuel P. Hayes, Jr., has returned to Washington to be assistant director of the Mutual 
Security Agency, in charge of Far East programs, after spending a year in Djakarta as 
chief of the ECA-MSA Special Technical and Economic Mission to Indonesia. 

Harold J. Heck, of Tulane University, received a Fulbright grant to lecture in the 
1952-53 school year at Waseda University in Tokyo, Japan. 

Richard L. Hitchcock has been appointed assistant professor of economics at the Uni- 
versity of Louisville. 

Harvey W. Huegy has returned to teaching at the University of Illinois after serving the 
Irish Free State as consultant on export problems. 

M. J. Jucius, of the Ohio State University, is in Turin, Italy, lecturing in the School of 
Commerce and Engineering, University of Turin and in the Institute of Technology, under 
the sponsorship of the National Management Council of the United States and the Turin 
Manufacturers Association. 

E. A. Kincaid has been appointed associate chairman of the McIntire School of Business 
Administration of the University of Virginia. 

Frank H. H. King, formerly of the New Mexico Military Institute, has accepted an 
appointment as lecturer in economics at the University of Hong Kong. 
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Milton R. Konvitz, of the New York State School of Industrial and Labor Relations, 
Cornell University, taught at the Salzburg Seminar last fall and is now engaged in research 
under a fellowship award of the Fund for Advancement of Education. 

Richard Landry has been promoted to associate professor and head of the department 
of economics and business administration of St. Lawrence University. 

James H. Lemly, of Indiana University, has been appointed assistant professor in the 
College of Business Administration of the University of Georgia. 

Richard W. Lindholm has been granted leave from Michigan State College to help 
organize a department of economics in the university being established at Karachi, 
Pakistan and to work with the State Bank of Pakistan. 

Elmer P. Lotshaw has been appointed assistant professor of finance in the School of 
Business and Public Administration of Washington University, St. Louis. 

Friedrich A. Lutz has resigned from Princeton University to accept a professorship in 
economics at the University of Zurich, Switzerland. 

Arthur Mandel, formerly of the University of California at Los Angeles, is now attached 
to the Sth Air Force Headquarters in Seoul, teaching economics in the Far Eastern Teaching 
Program of the University of California. 

Donald J. May has been promoted to assistant professor of economics in the School of 
Business Administration of Emory University. 

Lester B. McAllister, Jr., of the University of Oregon, has been appointed assistant 
professor of economics at Beloit College. 

David C. Melnicoff has resigned as business economist for the Federal Reserve Bank of 
Philadelphia and has accepted a position as assistant to the general manager of the Penn 
Fruit Company of Philadelphia. 

Chester A. Morgan has been appointed assistant professor of labor and industrial man- 
agement at the State University of Iowa. 

Mary E. Murphy, of Los Angeles State College of Applied Arts and Sciences, has been 
awarded a Fulbright grant to lecture at Queensland University, Brisbane, Australia, in 
1953-54. 

John A. Nordin has been promoted to professor of economics at the Iowa State College. 

Oscar Ornati has been appointed assistant professor in the New York State School of 
Industrial and Labor Relations, Cornell University, effective in July. 

George S. Peck has been appointed assistant professor of money and banking at the State 
University of Iowa. 

Mark Perlman has been appointed assistant professor in the New York State School of 
Industrial and Labor Relations, Cornell University. 

Arthur L. Rayhawk, formerly with the Defense Production Administration, has been 
appointed professor of business administration and director of the Bureau of Business 
Research, University of Georgia. 

Marshall A. Robinson has returned to his duties as assistant professor of economics 
at Tulane University after a year’s leave of absence with the National Bureau of Economic 
Research. 

John H. Roseboom has resigned from Indiana University to accept an appointment as 
statistician in the Quality Control Division of the U.S. Air Force at Wright Patterson 
Field. 

Edward H. Sargent, Jr., is assistant professor in the New York State School of Industrial 
and Labor Relations, Cornell University. 

Alfred L. Seelye, of the University of Texas, has accepted an appointment to teach at 
an Executive Training Institute, Turin, Italy, from December 1952 to June 1953. 

Lewis Severson will be lecturer in Canberra University College, Canberra, Australia 
during the 1953-54 academic year under a Fulbright award. 
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Leonard S. Silk, after a year spent in research in Norway under a Fulbright grant, is 
now serving as economic analyst on the staff of the Special Representative in Europe, 
with headquarters in Paris. 

Adolf Sturmthal, of Bard College, is visiting professor at the New York State School of 
Industrial and Labor Relations, Cornell University, in the current academic year. 

Theodore A. Sumberg has accepted a short-term appointment as statistical advisor to 
the Mutual Security Agency Mission to China, Taipei, Formosa. 

John D. Sumner has returned to the University of Buffalo after spending a year and a 
half as economic advisor in the China Mission of the Mutual Security Administration at 
Taipei, Formosa. 

Daniel L. Sweeney has been appointed assistant professor of accounting at the State 
University of Iowa. 

Arthur R. Upgren is on leave from the University of Minnesota in the winter and spring 
quarters on a Fulbright fellowship for travel, lecturing and studying in Europe, particu- 
larly Denmark. 

Rutledge Vining has been appointed acting chairman of the McIntire School of Business 
Administration at the University of Virginia. 

Porter S. Wood, of Marshall College, has been appointed assistant professor of accounting 
in the College of Business Administration of the University of Georgia. 

Dallas M. Young, associate professor of economics at Western Reserve University, has 
been appointed acting chairman of the regional Wage Stabilization Board for Ohio and 
Kentucky. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection amon 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Sales economist and sales management: Would like to employ men of outstanding 
intellectual ability who have good background in economics and sales psychology 
with the ability of making the customer want to buy. Must be of highest caliber with 
the ability to perform liaison with state and civic officials. Car necessary. Under 30, 
free to travel, interested in $20,000 to $25,000 earnings. Expanding company; 
leader in its field; has openings in a number of states. Write full details to H. D. 
—, = President, National Headquarters, 2701 14th Street, N.W., Washing- 
ton 9, 


Economic analyst: Distinguished national organization operating primarily in eco- 
nomic study field desires economic analyst with a background in economics and 
writing ability, preferably in late twenties or early thirties. Probable location 
Washington, D.C. Give education, job experience, salary record. Replies will be 
held in strict confidence. P155 


Economics, finance: Wanted a teacher for economics and finance; Ph.D. preferred; 
salary and rank depending upon training and experience. Begin September, 1953. 
Write Dr. Herman P. Thomas, Chairman, Department of Economics, University of 
Richmond, Virginia. 


Marketing and management: A Southern university will have an opening in September, 
1953, for a young man with a Ph.D., to handle courses in the areas of marketing and 
management, calling for the rank of instructor or assistant professor. Selection of 
courses can be adjusted. Salary is open. P156 


Marketing: Midwestern university wants man for one-year assignment only, to teach 
marketing, advertising, and sales. This is a temporary appointment to replace a man 
who is to study for his doctorate. Position open as of September, 1953. P157 


Economists Available for Positions 


Personnel administration, labor relations, banking, theory: Man, 36, married. Ex- 
perienced teacher or administration; 12 years of experience in leading universities 
and business firms. Research, publications, government, and business consultant. 

E194 


Economics and business administration: Man, 49, B.S. (agricultural economics), 
M.A., and near Ph.D. (marketing). Seventeen years of college and university teach- 
ing; extensive business and commercial experience; over 4 years as government 
economist or business analyst. Available immediately, preferably Pacific Northwest. 

E239 


Money and banking, fiscal policy, business cycles, international economics, investments: 
Man, 38, married, Ph.D. Experience as a newspaperman and 5 years of teaching 
experience. Desires research or teaching position. E263 


Labor economics, industrial and labor relations, labor law, personnel administration, 
economic principles: Man, 27, B.A. (cum laude); M.B.A. (industrial relations and 
personnel administration), LL.B., New York University. Teaching experience; 3 years 
of experience in collective bargaining negotiations, preparing and arguing arbitration 
cases, administering health and welfare plan; thorough knowledge of NLRB procedures 
and WSB and SSB regulations. Available now for teaching or research. E270 


Economic analysis, business cycles, public finance, money and banking, national in- 
come, international economics, statistics: Man, 34, married, Ph.D. residence com- 
ny Seven years as economist-writer with research and investment organization; 
rief teaching experience; research in Middle East conomy. Seeks research, writing, 
or teaching position, West Coast preferred. E278 


Economic principles, theory, history of economic thought, American economic and 
financial history, security markets, corporation finance, labor and allied subjects: 
Man, 39, married, B.S. (magna cum laude), 1949, M.A., 1950, all examinations and 
course requirements toward Ph.D. completed and expects to finish dissertation at 
New York University by June, 1953. Now on teaching staff of Eastern college. 
Seeks teaching position starting September, 1953. E318 


Economics, business law, marketing, retailing, labor relations, labor law, labor eco- 
nomics: Man, 40, B.S., 3 years of law, completing thesis for LL.D., June, 1953, at 
European university. Seven years of university teaching; 4 years of industrial experi- 
ence; 10 years of business experience. Available after June, 1953. E336 


Money and banking, business cycles, theory of statistics, business statistics, economic 
theory, history of economic thought, economic history, international economics: Man, 
31, Ph.D. Brief teaching and substantial research experience. Desires teaching and/or 
research position. Available in September, 1953. E382 


International trade, corporation finance, investments, economic theory, history of eco- 
nomic thought, management, accounting: Man, 30, M.S. (management), M.A. (eco- 
nomics), Ph.D. expected in June, 1953, University of Illinois. Brief experience in 
teaching; 5 years in foreign trade and business administration. Available for academic 
or nonacademic appointment in September, 1953. E414 


Economic analysis, public finance, foreign trade, money and banking, statistics, U. S. 
economic history, economic geography, personnel: Woman, 29, M.A., Columbia Uni- 
versity. Four years of experience as research-administrative assistant. Available im- 
mediately, E418 


Labor, history of economic thought, elementary economics, public finance: Man, 32, 
married, Ph.D. Four years as instructor in Big Ten university. Now employed by 
government agency and as assistant professor at a large Ohio university. Research 
experience and publications. Desires teaching position or job with research and writing 
opportunity. Available in fall, 1953, or January, 1954. E419 


Air transportation, international economics, international organization, history of 
economic thought, economic history, contemporary economic theory, public finance: 
Man, 32, B.A., M.A., Ph.D. in economics; 11 years of economic research in several 
areas of the federal government, including national income, fiscal policy, international 
economics, and air transportation; currently employed as economist in one of the 
aviation agencies of the federal government. Desires a teaching position in ———. 
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Statistics, economics, organization and administration: Man, 34, married. Teaching 
and practical experience and command of several languages; seeks position as teacher, 
economist, or research worker. E421 


Transportation, public utilities, business and government, insurance, economic history, 
theory, other economics and business: Man, 33, married, M.B.A., Ph.D., California. 
University teaching; government economist; some business experience. Desires 
permanent teaching and/or research position. Available in spring or fall of 1953. 
Roy J. Sampson, Box 304, Route 1, Forest Grove, Oregon. 


International economics, money and credit, principles, Far Eastern economics, public 
finance, business cycles, price and income analysis, economics of mobilization, 
economic theory and its history: Man, 30, married, B.A., M.S., all course require- 
ments for Ph.D. Five years of teaching; 3 years as assistant professor and division 
head, Western state college. Chief economist, territorial office, stabilization agency, 
since July, 1951. Seeking teaching, research, or combination. Available in spring, 
summer, or fall semesters, 1953. E422 


Principles, economic history and institutions, government and business, structure of 
the American economy, economics of industry, regional planning, comparative 
economic systems: Man, 29, will receive Ph.D. in January, 1953. Four years of 
teaching experience and 2 of research. Desires teaching position. Prefers West Coast 
but will consider any location. Available in June or September, 1953. E425 


Transportation, U. S. economic history, labor economics, political economy: Man, 
32, B.A. (economics), M.A. in Education, Yale, M.A. (economics), LL.B., Boston, 
Ph.D. residence requirements completed. Experience in teaching, research, and 
writing. Seeks teaching or research position. E42 


Labor problems, trade unionism, economic principles, economic analysis, social 
security, money and banking: Man, 29, married, Ph.D. residence and written ex- 
aminations completed. Teaching experience at two large New York universities. Now 
employed by federal government. Desires teaching position. Available immediately. 

E429 


Corporation finance, money and banking, accounting, consumer and real estate finance, 
investments: Man, 41, married, Ph.D. in finance and C.P.A. Extensive research 
experience with government agencies, Federal Reserve Bank, and a private research 
organization; 8 years of undergraduate and 3 of graduate teaching; numerous 
publications. Currently in an administrative capacity with a research organization. 
Desires to return to teaching. Available in September, 1953. E432 


Labor, comparative economic systems, current economic problems, economic history, 
economic and social thought, money and banking, public finance, international trade, 
personnel and a sg policy: Man, 37, married, M.A., and Ph.D. residence 
completed at Columbia University. Six years of teaching economics and social science 
as well as background in adult education; 3 years as editor and research director 
in the book publishing and public relations field dealing with labor relations; 3 
years of personnel and industrial relations work in industry; market and opinion 
research experience. Interested in teaching, research, writing, editorial and/or ad- 
ministrative positions. E434 


Agricultural economics, economic geography, economic analysis, international relations, 
international administration, foreign area specialist (Eastern Europe, Far East, Pacific 
Area): Man, 34, married, B.S., Cornell (agricultural economics) ; working on grad- 
uate thesis in underdeveloped area development, American University. Three years in 
private industry, including 1 year private international organization; 6 years with 
federal government, presently employed in Washington, D.C. Strong sales back- 
ground. Interested in administrative or research position, government or private 
industry; will consider outstanding sales position, particularly export-import field. 
Willing to relocate; particularly interested in Mountain States or far West. E435 


Fe nomic principles, business cycles, public utilities, transportation: Man, Ph.D., 
California. Broad experience in teaching and as economist with nationally known cor- 
poration, Available in September, 1953. E436 


Economic analysis, business cycles, labor economics, fiscal policy, money and banking, 
history of economic thought, statistics: Man, 34, married, A.B., M.A., Ph.D., from 
a large Eastern university (magna cum laude). Two years of experience in economic 
rescarch and accounting in a large corporation; 4 years of experience in theoretical 
economic research in the federal government; publications. Desires a position some- 
where in the West in fields of economic research, industrial relations, marketing, or 
teaching. Available immediately. E437 


Industrial management, labor relations, personnel management: Man, 39, married, 
Ph.D., Midwestern state university. Academic and business experience. Supplementary 
arcas of interest and research are industrial supervision and management theory. De- 
sires academic responsibility for one of the listed areas. Available in summer or fall, 
1953. E438 


Labor law, business law, public control of business, etc.: Man, Ph.D., LL.B., associate 
professor. Position wanted for summer, 1953. E439 


International trade, resources, finance, economic principles, etc.: Man, 33, married, 
B.S. (management), M.B.A. (foreign trade); will receive Ph.D. in June, 1953. Five 
years of university teaching; 1 year of foreign service (international negotiation) ; 
several years of industrial and commercial experience. Desires teaching-research post, 
with desirable climate and topography. Available in September, 1953. E440 


Economic analysis, international economics, labor economics, housing, money and 
banking, business cycles, theory and history of ideas: Man, 35, married, Ph.D. Five 
years of teaching experience; 4 years of research in federal government and abroad 
on Fulbright and other fellowships; presently with European Office, Mutual Security 
Agency. Desires teaching or research position. E441 


Industrial organization and control, economic principles and theory, labor economics, 
money and banking, theory of business, marketing, business organization and manage- 
ment policy: Man, 34, married, B.A., Penn State; M.A., California; Ph.D., Harvard, 
dissertation half completed. Five years of teaching experience; 2 years of research 
experience; 1 year as government economist. Currently at West Coast university con- 
ducting specialized course for industry. Desires teaching or research position in 
economics or business administration. Available in September, 1953. E442 


Economic principles, commercial law, history of economic thought: Man, 33, married, 
B.A., 1950, M.A., Duke, 1952, plus 1 year of course work toward Ph.D. Six years of 
clerical experience in foreign banking; now teaching at Southern college. Seeks teach- 
ing position starting in September, 1953. E443 


Principles of economics, labor problems, statistics, the economy of Japan: Woman, 
34, Ph.D. World travel; 7 years of successful college teaching. Prefers Northeastern or 
Midwestern location. Available in summer, 1953. E444 


International trade, marketing, industry studies, economics of military government: 
Man, 35, married, B.A., Southern Methodist University, M.A., 1952; certificates from 
Industrial College of the Armed Forces and Armed Forces Information School. Three 
years of marketing and distribution; 2 years of management consulting; 3 years of 
teaching in Military Government School. Accomplished public speaker. Seeks position 
as educational director of trade organization, administrative officer of bureau of busi- 
ness research, and/or liaison and sales promotion. E445 


Economic theory, international economics, money and banking, history of economic 
thought, statistics, mathematics for economists: Man, 28, M.A., all examinations and 
course requirement toward Ph.D, completed and expects to finish dissertation at the 
University of Chicago by summer, 1953. Seeks research or teaching position. E446 


Theory, systems, international economics, economic history, history of economic 
thought, social control: Man, 34, Ph.D., Columbia. Formerly associate professor at 


Eastern college; now in responsible government position ; publications. Seeks academic 
post. E447 


International economics, money and banking, labor economics, industrial management, 
economic theory, history of economic thought: Man, 28, M.A. in Economics, Ph.D. 
expected in August, 1953, University of Illinois. Brief experience in teaching, research, 
and foreign trade administration, Available for academic or nonacademic position in 
September, 1953. E448 


Social control of business, business law, labor, economic principles, business adminis- 
tration: Man, 26, M.A., J.D., Ph.D. candidate, outstanding record. Books; 6 years of 
teaching experience in leading institutions at graduate and undergraduate levels; 
stimulating teacher; interested in writing; excellent references. Faculty member at 
leading private university. Desires academic or nonacademic employment for summer, 
1953; also will consider transfer to top-notch liberal arts college. Interested in oppor- 
tunities for foreign travel. E449 


Labor economics, personnel management, industrial sociology, comparative economic 
systems, market research: Man, 35, Ph.D. expected in spring, 1953. Seven years of 
teaching experience; at present head of small economics and sociology department; 
several years of industrial, market, opinion survey experience; project director of 
research foundation. Multilinguist; extensive foreign travel and research. Interested 
in teaching and/or research position. E450 


Economic development, public finance, international and regional economics, mone- 
tary economics, U. S. economic history, statistics: Man, 33, married, Ph.D., Columbia 
University. Five years of teaching experience; 2 years as consultant in economic 
development to territorial government; research, writing, and business experience; 
foreign work and travel. Available for teaching, research, or nonacademic — 

451 


Economic fluctuations, economic system of Soviet Union, economic demography, with 
special consideration of problem of migrations: Man, 32, doctor in economics at an 
outstanding European university; 1 year of supplementary study at an outstanding 
American university. Author of a book. Desires employment as instructor or research 
worker. E452 


Finance, international economics, statistics, accounting, economic geography: Man, 41, 
married, B.S. (business administration), M.A. (education), Ph.D. (economics). Now 
serving as statistician for leading petroleum company. Ten years of college and uni- 
versity teaching, with consulting and publications. Seeks university position. Available 
in September, 1953. E453 


Comparative economic systems, history of economic thought, international trade, eco- 
nomic theory, money and banking, principles of economics: Man, 26, A.B., Indiana 
University; M.A., Columbia University; now completing Ph.D. residence require- 
ments at Western university. One year of teaching experience. Seeks position at Eastern 
college or university. Available in September, 1953. E454 


Labor, principles, elementary statistics, international economics, theory, history of 
economic thought, comparative economic systems: Man, 26, B.A., M.A., Ph.D. resi- 
dence requirements completed and dissertation nearing completion. One and one-half 
years of teaching experience; 2 years as research fellow in industrial relations institute; 
1 year as industrial relations analyst with Wage Stabilization Board. Three published 
articles. Currently part-time instructor in Eastern university. Seeks teaching post or 
position with industrial relations institute. Available in September, 1953. E455 


American economic history, corporation finance, business cycles, economic theory, 
Statistics, economic principles: Man, 27, married, B.A., New York University; M.A., 
Columbia University; mechanical engineering training, Polytechnic Institute of Brook- 
lyn. Seeks part-time evening position teaching at a college in the New York metro- 
politan area. E456 


Marketing research analysis: Above young man also seeks marketing research analyst 
position with a consulting engineering firm in the New York area to combine his 
educational training with his experience as a Social Science Analyst for the Bureau of 
the Census and marketing director for the Israel Bond Drive in Nassau County. Con- 
tacts in both industry and government. Excellent references available upon request 
from the Placement Office at Columbia University. E456 


London School of Economics 
and Political Science 


UNIVERSITY OF LONDON 


The following reprints of scarce tracts in economics and political science, 
published by the London School of Economics and Political Science, are 
available to members of the American Economic Association at the re- 
duced prices quoted. Orders must be sent to the Secretary of the American 
Economic Association, Evanston, Illinois, and must be accompanied by a 
draft in favor of the London School of Economics and Political Science. 


Series of Reprints of Scarce Tracts in Economic 
and Political Science 


1. ALFRED MARSHALL, Pure Linge of Foreign Trade and Pure Theory 
- Domestic Values. (1879) 1936, reissued 1935, 1949; 28, 37 pp. 6s. 


16. F. H. Knicut. Risk, Uncertainty and Profit. (1921). With a new in- 
troduction by the Author, 1933, reissued 1935 and 1937, 1939; xl, 396 
pp. —— Note 1940, 1946; New Preface 1948, Iviii, 381 pp. 

s. 5d. 


19. Cart Mencer. Kleinere Schriften zur Methode und Geschichte der 
Volkswirtschaftslehre, 1935; 292 pp. (Collected Works of Carl 
Menger, Vol. IIL) 7s. 6d. 


20. Cart Mencer. Schriften iber Geldtheorie und Wahrungspolitik. 1936; 
332 pp. (Collected Works of Carl Menger, Vol. IV) 7s. 6d. _ 
(Nos. 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 17, 18 are out of print) 


Series of Reprints of Scarce Works on Political Economy 


4. Mounttrort Loncrietp. Three Lectures on Commerce and One on 
Absenteeism. (1835) 1937; iv, 111 pp. 5s. Od. 


7. Joun Stuart Mit, Essays on Some Unsettled Questions of Political 
Feonomy. (1844) 1948; vi, 164 pp. 8s. 9d. 


8. D. Hl. Ropertson. A Study of Industrial Fluctuation. (1915) With a 
new Introduction by the Author, and an appendix entitled “Autour 
de la Crise Américaine de 1907 ou Capitaux-réels et Capitaux- 
apparents” by M. Labordére. (1908) 1948; xxv, 350 pp. 10s. 5d. 


Leste SrepHen. The English Utilitarians. 3 Volumes 
. Vol. I, vii, 326 pp. (1900) 1950 
. Vol. Il, ‘James Mill, vi, 382 pp. £1. 15s. Od. a set 
. Vol. ITI, “John Stuart Mill,” vi, 525 pp. 


. M. Dorotny Gerorce. London Life in the XVIIIth Century. (1925) 
1930, 1951. 468 pp. 12s. 6d. 


(Nos. 1, 2, 3, 5, 6 are out of print) 


Please mention Tue American Economic Review When Writing to Advertisers 


5 = | 
if 
| 
| i 
| 
| 
il 
| 
| 
i 
| 
\ | 
\ | 
| | 
| tit 
| 
| 
| 
| 
| 
| 
i 


“Thought I'd call you up and find out if you arrived OK. 


id ee ae “No, it didn't take long. Seemed like I'd just given the 
operator the number when I heard your voice. 


“Good thing | remembered to jot down Aunt Sue's 
number when you were there the last time." 


FYOU’LL FIND THIS IS A GOOD 
IDEA FOR YOU, TOO... 


all Number 


You save time on out-of-town calls when 
you give the Long Distance operator 
the number you want. 


So here’s a helpful hint. Write down the 
out-of-town numbers you already know. 

If there's a new number you don’t have—or an 
old one you've forgotten—be sure to add it to 
the list when the operator gives it to you. 


The Bell Telephone Company in 
your community will gladly give you a free 


Telephone Numbers Booklet. 


BELL TELEPHONE SYSTEM 
Locat to serve the community. NaTionwivE to serve the Nation. 


_ 
Fee 
e? 
3 
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The long awaited second volume 
in this magnificently conceived and 
magnificently executed series 


THE 


Cambridge 


Economic 
History of 


kurope 


TRADE AND INDUSTRY 
IN THE MIDDLE AGES 


Edited by M. M. POSTAN 
and E. E. RICH 


At your bookstore, $9.00 


CAMBRIDGE UNIVERSITY PRESS 


HE first volume, published in 
1941, and concerned with the 
agrarian life of the Middle Ages, was 
hailed by the Philadelphia Inquirer 
as “one of the solidest contributions 
to scholarship ever undertaken.” The 
Boston Globe called it “a treasure 
house for the student of history .. . 
packed with ideas as well as informa- 
tion... a magnificent performance.” 
This second volume, complete in it- 
self, carries on the great tradition of 
the first. A glance at the table of con- 
tents will show the scope of the pres- 
ent volume, and the authority of the 

contributors. 
I. Trade and Industry in Barbarian 


Europe until Roman Times 
By V. Gordon Childe 


II. Trade and Industry under the Late 
Roman Empire in the West 


By F. W. Walbank 


III. Byzantine Trade and Industry 
By Steven Runciman 

IV. The Trade of Medieval Europe: The 
North 
By M. M. Postan 


V. of Medieval Europe: The 


ut 
By Robert S. Lopez 
VI. The Woollen Industry 
By Eleanora Carus-Wilson 
VII. Mining and Metallurgy in Medieval 
Civilization 
By John U. Nef 
VIII. Building in Stone in Medieval West- 
ern Europe 
By G. P. Jones 
With maps, illustrations, and full bibliogra- 
phies for each chapter. 
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ECONOMIC POLICY: Readings in Political Economy 


Edited by William D. Grampp, University of Illinois, Chicago, and 
Emanuel T. Weiler, University of Illinois, Urbana 
This new book is planned primarily for use as required reading in the 
principles of economics course. All of the readings are on policy and 
they do not duplicate the material generally found in the principles 
textbooks or other books of readings. Their aim is to take the student 
forward from economic theory to its application to particular problems, 
and from applied economics to the solutions of these problems. 


ECONOMICS OF MOBILIZATION AND WAR 


By W. Glenn Campbell, Editor, R. E. Baldwin, G. 8. Freutel. J. W. McKie, 
I. O. Scott, and R. R. Campbell 
This book offers an integrated, comprehensive analysis of the economic 
problems of both mobilization and war. It was written to fill the need for 
a systematic, up-to-date discussion of the economics of both partial and 
full mobilization for students in elementary courses. 


INTRODUCTION TO ECONOMICS 
By — W. Spiegel, Catholic University of America 


Written to help students gain a comprehensive view of economic prin- 
ciples in a one- or two-semester course, this book will appeal especially 
to teachers who wish to go beyond institutional and descriptive eco- 
nomics and present a course in which theory is appraised in the light 
of practice and theoretical and descriptive economics are blended. 


CURRENT ECONOMIC PROBLEMS 


By Henry W. Spiegel. Catholic University of America 


Designed to be used with the author's Introduction to Economics, this 
is the first book on the subject to make full use of the national income 
approach and the concepts of macro-economic theory and, as such, 
succeeds in narrowing the gap between economic theory and economic 
problems. 


RICHARD D. IRWIN, INC., HOMEWOOD, ILL. 
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OXFORD BOOKS 


Studies in the Structure of 
the American Economy 


Theoretical and Empirical Explorations in Input-Output Analysis 


By WASSILY LEONTIEF, author of THE STRUCTURE OF THE 
AMERICAN ECONOMY, with members of the Harvard Economic Re- 
search Project. This new method for the study of long-range economic 
problems, of structural inter-relations in our economy, and of forces which 
create change, represents an important advance in the co-ordination of 
economic fact and theory. “An analytic tool which no serious student of 
economics should neglect.”—Southern Economic Journal. 572 pages. $11.00 


History of Economic 
Analysis 


By JOSEPH A. SCHUMPETER, author of TEN GREAT ECONOMISTS. 
A survey of economic thought from ancient Greece to the 20th century. 
The comprehensive analysis of great economists and their theories, as 
well as of specific topics such as money, credit, and business cycles makes 
this an indispensable history for every branch of economics. Two volumes, 
$20.00. College edition, in one volume, $12.50. 


Economic Stability in a 
Changing World 


Studies in Post-War International Economics 


By JOHN H. WILLIAMS. A brilliant series of essays on the relation of 
economic theory to public policy. PART I deals with fundamental current 
issues of theory and policy; PART II with the Marshall Plan; and PART 
III with the theme of free enterprise, full employment, and the monetary 
doctrines of Keynes. 312 pages. $5.00 


Taxation and Incentive 


By JULIET RHYS-WILLIAMS, Governor of the BBC, Editor of EURO- 
PEAN REVIEW’. A study of the whole question of taxation and incentive 
with its underlying problem of how to maintain justice to the individual 
as well as justice to the community. The author proposes complete reform 
of the philosophy and practice of taxation and gives specific measures for 
achieving it. $3.50 


At all bookstores 


OXFORD UNIVERSITY PRESS 
114 Fifth Avenue, New York 11, N.Y. 
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International Shipping Cartels 


A Study of Self-Regulation by Shipping Conferences 


By DANIEL MARX, JR. The cartels known as shipping conferences 
or rings have wide influence on both importing and exporting countries 
and on the carrying trade itself. Mr. Marx seeks to give here an 
objective description of their operation and to determine their use and 
necessity and their use or abuse of monopoly power. The arguments 
for and against regulation or complete prohibition of conferences are 
carefully considered. 

The author, who is professor of economics at Dartmouth College, 
was formerly a shipping company executive. 400 pages, $6.00 


Crete 


A Case Study of an Underdeveloped Area 


By LELAND G. ALLBAUGH. The report of a study carried out by the 
Rockefeller Foundation in an effort to discover what kinds of assistance 
can be usefully given to underdeveloped areas, and in what ways. 
It is hoped that the results will be useful to many kinds of specialists— 
government and foundation officials, foreign-aid missions, private in- 
vesiors, sociologists, etc.—whether or not they are concerned with the 
Mediterranean area. 524 pages, maps, illustrations, $7.50 


Cost and Production Functions 


By RONALD W. SHEPHARD. Here an integrated mathematical theory 
is developed to show the precise relationship between cost and pro- 
duction functions of a rationally organized process. In this original 
contribution to mathematical economics, Dr. Shephard, of the Rand 
Corporation, has disclosed new duality relationships with various side 
restrictions and explored the index number aspects of the Cobb- 
Douglas production functions. 100 pages, planographed, paper, $2.00 


Order from your bookstore, 
PRINCETON UNIVERSITY PRESS 
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New Approach 
to Retirement. Income.. 


AMOUNTS OF ACCUMULATION AND ANNUITY 


ACCUMULATION $1,250 ast 
1900-1930 
(THOUSANDS) 
s10 —— 1,000 
COMBINED 4 
750 ANNUITY sowuste 
\ ~ COST OF 
ope 
DOLLAR 
ANNUITY 
250 
AT END OF YEAR 
1910 1920 1930 1930 1935 1940 1945 1950 


The combined annuity shows what could have happened in the past 
had the participant invested half his annuity premiums in common stocks 
and half in a fixed dollar annuity. The new College Retirement Equities 
Fund makes this possible for educators in the future. 


If he participates in CREF the professor will receive, during his retire- 
ment, a variable unit-annuity, reflecting dividend yields and changes in 
capital values of common stocks. Coordinated with this will be his 
traditional fixed dollar annuity income from TIAA. 


The chart shown is reproduced from “A New Approach to Re- 
tirement Income,” an economic report prepared by William C. 
Greenough as background for CREF. 


Send for details. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
COLLEGE RETIREMENT EQUITIES FUND 


522 Fifth Avenue New York 36, N.Y. 
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INTERNATIONAL ECONOMICS 


By Charles P. Kindleberger, Massachusetts Institute of Technology 


Ready April 15 This new addition to the Irwin Series in 
Economics presents the theory of international trade and finance 
in a systematic fashion—with a wealth of institutional and his- 
torical illustration. The emphasis of the text is on the theoretical 
framework of international trade. The author attempts to develop 
certain techniques of analysis in the fields of income and price, 
and to apply these techniques consistently to a number of aspects 
of the subject in order that the student may develop a facility in 
their use. This text differs from other books in the field by its 
careful development of the relations between international eco- 
nomics on the one hand, and imperfect competition and income 
analysis on the other. We believe that you will find this to be a 
distinguished, authoritative and well-written text for your courses 
in international economics, international economic theory, and 
international trade and finance. 


BUSINESS CYCLES AND FORECASTING 


FOURTH EDITION By Elmer C. Bratt, Lehigh University 


Ready April 15 This well-known textbook has proved its 
usefulness under the test of classroom use through three widely 
adopted editions. The new, completely rewritten and up-to-date 
Fourth Edition should make the text even more useful. In this 
revision Professor Bratt has written in a way the student will find 
easier to understand. Four new chapters have been added. 
There is now a full chapter on econometric theory and new chap- 
ters on secular-trend forecasting, characteristic fluctuations, and 
employment and inflation policy. The discussion of business fore- 
casting has been entirely segregated into separate chapters in 
the revision. There has also been a complete reorganization of 
the theory chapters, with increased emphasis on investment- 
saving theory. Full use has been made of national income and 
product analysis. 


RICHARD D. IRWIN, INC., Homewood, Illinois 
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Outstanding RONALD Books 


* Fundamentals of Political Economy 


DEAN AMORY WORCESTER, JR. 
University of Washington 


READY IN APRIL. This new introductory textbook gives a working knowl- 
edge of economics in general and of the American economy in particular. 
Describes institutions and problems from the viewpoint that economics is 
the study of systems of social control. Shows how theory may be applied to 
specific situations. 19 ills., 14 tables, 585 pages. $4.50 


* A History of Economic Thought 

JOHN F. BELL, University of IMlinois 
FOR APRIL PUBLICATION. Chronologically arranged, this new textbook 
traces the development of economic thought from antiquity to the present. 
Analyzes and evaluates doctrines of the great economists, and discusses their 
influence on national policies and subsequent schools of thought. Approx. 
690 pp. $6.50 


* The Income of Society 

ELIZABETH ELLIS HOYT, Iowa State College 
AN INTRODUCTION to economics. Emphasizes throughout the need for 
studying economics with an appreciation of the social factors which influ- 
ence its development and condition the effects of economic policy. 21 ills., 
50 tables, 753 pp. $4.50 


* The International Economy 


JOHN PARKE YOUNG, Office of Financial and Develop- 
—_ Policy, Department of State; formerly Occidental 
ege 


UP-TO-DATE, clearly written analysis of the international economy and 
its problems. Covers history, institutions, theory, policies. Stresses major 
role of U.S. in world affairs; recent developments. 3rd Ed., 16 ills., 17 tables, 
813 pp. $5.50 


* Economics of Income and Consumption 


HELEN G. CANOYER; and ROLAND S. VAILE—both 
of the University of Minnesota 


DESCRIBES the simple, unchanging laws of economics from the consum- 
er’s viewpoint. Gives clarifying applications and interrelations of economic 
principles, orienting the student in the economic world about him. 37 ills., 
55 tables, 355 pp. $4.50 


Company 
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the Field of 


* The Financial Policy of Corporations 
ARTHUR STONE DEWING 

READY IN APRIL. Fifth Edition of this famous, authoritative guide— 
widely used as a textbook in corporation finance. Thoroughly analyzes actual 
corporate practices and offers a detailed study of the many diverse factors 
upon which individual policies must be based. Emphasizes social, economic 
and political influences; government regulation, recent court decisions. Two 
volumes. 1500 pp. Price to be announced. 


* Investments 
JULIUS GRODINSKY, University of Pennsylvania 

THIS NEW BOOK, ready in March, gives sound criteria for evaluating 
investments. Practical and realistic, it focuses on: sources of investment 
income; qualitative appraisal of issuer; establishment of standards for selec- 
tion of industry, issuer, security; and analysis of market prices. Illustrations 
from many industries are integrated with the text. Includes bibliographies, 
questions and problems. 560 pp., 20 illus., 39 tables. $6 


* Personal Finance 

ELVIN F. DONALDSON, The Ohio State University 
FOR COLLEGE COURSES—designed to help the individual make intelli- 
gent decisions in managing personal finances. Discusses such matters as: 
life insurance, annuities, budgets, taxes, investments, loans, ete. 14 ills., 
40 tables, 499 pp. $4.75 


* One Hundred Short Problems 


in Corporation Finance 


HERBERT E. DOUGALL, Stanford University; and 
HAROLD W. TORGERSON, Northwestern University 


A POPULAR MANUAL containing a series of useful problems which illus- 
trate principles of business and corporation finance. Organized for use with 
most standard textbooks. Teacher’s Manual available. 3rd Ed., Paper Cover, 
182 pp. $2 


* An Introduction to Business Management 


HAROLD H. MAYNARD and WALTER C. WEIDLER— 
both of The Ohio State University 


OFFERS a comprehensive picture of the modern business world, stressing 
basic methods, procedures. Recognizes the problems of small businessmen; 
uses the functional approach. Teacher’s Manual available. 4th Ed., 29 ills., 
7 tables, 619 pp. $5 


15 East 26th Street, NY. 10 
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Economics 


An Introductory Analysis of 
the Level, Composition, 
and Distribution, 
of Economic Income 


by BRUCE W. KNIGHT 
and L. GREGORY HINES 


Dartmouth College 


Avoiding the limitations of any one “approach” 
to economic theory and policy, whether pre- 
Keynesian, post-Keynesian, or Institutional, this 
elementary text is distinguished by its balanced 
use of all three approaches, For the introductory 
course it will prove eminently teachable because 
it is so very readable. 


638 x 914 inches, cloth, 960 pages, illustrated; 
$5.75 text 


Examination Copies on Request 


ALFRED A. KNOPF, Publisher 
501 Madison Avenue New York 22 
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Practical and Timely Texts 
in Economics 


Elementary Economics 


Teacher's Manual of Short-answer Questions 
Student’s Manual e Teacher's Guide and Key to Student's Manual 


Leland J. Gordon, Denison University 


“Students who have ‘finished’ economics often ask, ‘What bearing does 
this have on us?’ and seem amazed when it is pointed out that both 
monopolistic competition and the influence of pressure groups in gov- 
ernment, for example, were illustrated in the high price they paid 
that morning for a ‘fair-traded’ fountain pen. No student who had 
studied Professor Gordon’s book would make that mistake.”—American 
Economic Review 


Economics for Consumers e Second Edition 
Leland J. Gordon, Denison University 


“My congratulations for having such a durable author. I have used 
this text since it first came out and still like him for his ability to 
present both sides of a controversy intelligently, and his honesty in 
defending his own beliefs."—G. E. Damon, Colorado State College of 
Education 


Economics of Investment 
Jacob O. Kamm, Baldwin-Wallace College 


“The author's enthusiastic style of writing and his tendency to stress 
important points and eliminate the non-essential gives the book life. 
The volume is certain to prove popular with students because it avoids 
the bonds-are-the-only-investment-and-they-are-not-safe philosophy of 
the typical text.”—Journal of Finance 


Public Finance 
William Withers, Queens College 


“. .. the student is rs ae to a first-rate discussion of the growth 
and distribution of public debt holdings and the relation of the debt 
to monetary controls. There is an unusually well-balanced discussion 
of conflicting viewpoints on the possible menace of the Federal debt.” 
—National Tax Journal 


AMERICAN BOOK COMPANY 


COLLEGE DIVISION, 55 Fifth Avenue, New York 8, New York 
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Important Harper Titles 
for Spring 1953 


POLITICS, ECONOMICS, 
AND WELFARE 


Planning and Politico-Economic Systems 
Resolved into Basic Social Processes 


By Ropert A. DAHL and CHARLES E, LINDBLOM 
Yale University 


A brilliant new work, certain to be recognized as a landmark in social 
science. One of its contributions is a scholarly and original analysis of 
basic political and economic theory in which the two are closely inte- 
grated. The economic processes are described as processes of rational 
calculation and control, and competing systems are compared. The four 
basic methods of calculation and control in politico-economic life— 
price system, hierarchy, polyarchy (democracy), and bargaining—are 
carefully and methodically examined. Economic planning is considered 
at length. April. 
26 pages $5.00 


THE ECONOMICS OF 
MONEY AND BANKING 


Revised Edition 


By LesteR V. CHANDLER, Princeton University 


An extensively revised, redesigned, and reset edition of one of the 
leading texts in this field, adopted by some 300 colleges and universities. 
The author has (1) brought all materials up to date; (2) rewritten 
parts and added considerable material to provide better integration of 
the various types of material covered; and (3) rearranged material to 
produce a more logical development of subject matter. An authoritative, 
comprehensive, unusually lucid text for either semester or year courses. 


March. 
742 pages $6.00 


HARPER & BROTHERS, PUBLISHERS 
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Harper Leaders 


in Economics 


Beginning Economics 
ECONOMICS, Revised Edition 


JOHN Ise 


Comparative Economics 


COMPARATIVE ECONOMIC SYSTEMS 
Fourth Edition 
WiLLuaM N. Loucks and J. WELDON Hoot 


CAPITALISM, SOCIALISM, AND 
DEMOCRACY, Third Edition 


JosePpH A. SCHUMPETER 


Labor Economics 


SURVEY OF LABOR ECONOMICS 
Revised Edition 
FLORENCE PETERSON 


Business Cycles 


BUSINESS FLUCTUATIONS 


RoBERT A. GORDON 


Government and Business 


GOVERNMENT AND BUSINESS 
VERNON A. MUND $5.00 


Resources 


WORLD RESOURCES AND INDUSTRIES, 
Revised Edition 
Erich W. ZIMMERMANN $7.50 


49 East 33d Street, New York 16, New York 
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New and Forthcoming Irwin Texts 


@ CONSUMER ECONOMICS 


By Pearce C. Kelley, University of Oklahoma 
Now Available 


MONEY AND BANKING Fifth Edition 


By Charles L. Prather, University of Texas 
To be Published May 7 


WORKBOOK IN BUSINESS STATISTICS 
Third Edition 


By Louis F. Hampel, Northwestern University 
To be Published April 1 


THE WRITINGS OF THE GILBRETHS 


Edited by William R. Spriegel and Clark E. Myers, 
both of the University of Texas 
To be Published May 15 


PRINCIPLES OF MANAGEMENT 


By George R. Terry, Northwestern wane 
To be Published April 1 


MANUFACTURING MANAGEMENT 


By Franklin G. Moore, Northwestern University 
To be Published May 15 


OFFICE MANAGEMENT AND CONTROL 
Revised Edition 


By George R. Terry, Northwestern University 
To be Published June 1 


BUSINESS ORGANIZATION AND MANAGEMENT 
Third Edition 


By Elmore Petersen, University of Colorado, and 
E. Grosvenor Plowman, United States Steel Corpora- 
tion of Delaware 

To be Published June 1 


For a description of additional forthcoming texts, see our other 
advertisements in this issue 


RICHARD D. IRWIN, INC., HOMEWOOD, ILL. 
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The growing pains of a great new in- 
dustry and the men who made it come 
of age 


The Electrical 
Manufacturers, 


NEURSHIP, TECHNICAL CHANGE, AND ECONOMIC CROWTH 


By Harold C. Passer. A definitive study of the origins, 
early growth and development of the electrical manufac- 
turing industry. Here is the complete story of the inrova- 
tions that were the foundation stones of the industry and 
here are the men—engineer-entrepreneurs like Brush, 
Edison, Westinghouse, Sprague, Thomson and Stanley— 
who were responsible for the growth and expansion of the 
great firms. The author discusses competition, patents, 
mergers, and consolidations, product competition in an 
oligopolistic market, and equipment adaptation. His story 
of what happened to the gas industry is an interesting 
example of the effects of inter-industry competition. 


Economic Aspects of the 


Second Bank of the 
United States 


By Walter Buckingham Smith. The Bank’s history, policies, 
relations with the government and role in international 
finance and in domestic business fluctuations. The author 
gives special attention to the bitter struggle between the 
forces of Nicholas Biddle and President Andrew Jackson 
over renewal of the Bank’s Federal Charter. $5.00 


Commonwealth A STUDY OF THE 


ROLE OF GOVERNMENT IN THE AMERICAN ECONOMY: MASSA. 
CHUSETTS, 1774-1861 


By Oscar Handlin and Mary Flug Handlin. “A valuable 
corrective to much loose talk about laissez-faire.”—W. T. 
EASTERBROOK, Canadian Journal of Economics and 
Political Science. Orders for this book, formerly published 
by New York University Press, are now handled by Har- 
vard University Press. $3.50 


At your bookstore, or 


HARVARD UNIVERSITY PRESS 
Cambridge 38, Massachusetts 
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ECONOMICS FOR 
THE CITIZEN 


By Alfred R. Oxenfeldt, City College of 
New York. This introductory text uses the 
public policy approach to the study of eco- 


MATHEMATICS AND 
STATISTICS FOR 
ECONOMISTS 


By Gerhard Tintner, lowa State 
College. A text designed for the 
student of economics or econo- 
metrics who has had no thorough 
training in college mathematics 


nomics. It is designed for the student who 
does not plan to specialize but who wants to 
participate in current discussions about past 
and proposed legislation and who wants to 
discharge intelligently the duties of a voter but who desires to acquire some 
of the mathematical equipment 
necessary for a serious study of 


in a vigorous democracy. The public issues 


discussed are treated with explicit reference 
economics. It includes some appli- 


cations of elementary mathematics 
to economics, as well as topics in 
$5.50 calculus, probability, and elemen- 
tary statistics. All examples are 
taken from economics. Avuilable 
summer, prob. 320 pp. $6.00 


to the moral, political, and social issues that 


they pose. Available spring, prob. 960 pp. 


LAW IN ITS 
APPLICATION TO 
BUSINESS, Revised 


FUNDAMENTALS 
OF CORPORATION 
FINANCE 


By Joseph P. Bradley, Penn. State Col- 
lege. A highly readable text that is 


By William H. Schrampfer, lowa 
State College. “. . . the book is a good 
one. The type is quite legible and the 
material is well set out. The author 
makes his statements with definiteness 


and without the many qualifications mainly concerned with the study of how 


which are always possible.’—THE 
NEW YORK CERTIFIED PUBLIC 
ACCOUNTANT. 1093 pp. $6.50 


RINEHART & CO. 


232 madison avenue 
new york 16, new york 


corporations raise cash and acquire credit 
to conduct operations. Other problems 
considered include selecting the form of 
Organization, measuring and administer- 
ing profits, expanding operations, and 
taking steps to prevent business failure. 
608 pp. $6.00 


Please mention Tue American Economic Revirw When Writing to Advertisers 


The Eeonomic Process 
PRAISED FOR ITS 


Balance — between new-classical and Keynesian theory 
—between institutional and theoretical economics 


“The best balanced treatment I have seen. Theory is clearly 
presented and remarkably well integrated with descriptive 
material.” 


W. N. Parker, Williams College 


“Tt strikes a nice balance between theory and practice.” 
E. W. CLeMens, University of Maryland 


Comprehensiveness 


“Strongly recommended for its coverage of the subject and 

for the philosophy and clearness of style of the authors.” 
Puitip G. Hupson, University of Arizona, 
in American Economic Review 


Teachability 


“The authors write with superb clarity, and explain step by 
step so students can really master the material.” 
WituraM Goss, San Mateo Junior College 


Soundness 


“An up-to-date and scholarly volume.” 
M. K. McKay, University of Pittsburgh 


“Progressive without loss of proven traditional values.” 
CLoyp ANTHONY, Indiana State Teachers College 


1050 pages, charts, $5.50 


Problem Questions on the 
Eeonomie Process 


“Excellent for class discussion. Adds realism to the textbook.” 
A. E. Taytor, College of William and Mary 


170 pages, paper bound, $1.25 


APPLETON-CENTURY-CROFTS 


35 W. 32nd Street New York 1, New York 
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=) New Books for Economists (=: 


MINERALS: A KEY TO SOVIET POWER 


By Demitri B. Shimkin. A systematic, thorough survey of the 
mineral resources, production, and consumption position of 
the USSR by a recognized expert in the field of mineral eco- 
nomics. Russian Research Center Studies, 9. $8.00 


CITY MILK DISTRIBUTION 


By William J. Baumol. The relationship between welfare 
study of marketing and marketing efficiency in the field of 
commodity distribution. $6.00 


WELFARE ECONOMICS AND THE 
THEORY OF THE STATE 


By William J. Baumol. The relationship between welfare, 
theory and the theoretical foundations of the democratic 
state. $4.25 


A THEORY OF PRICE CONTROL 


By J. K. Galbraith. “In attempting to break new ground, 
Professor Galbraith points to the need for new ways of think- 
ing and distinctions between different segments of the econ- 
omy. His OPA experience revealed the shortcomings of text- 
book theory. .. . If the policy pronouncements of economists 
are to be taken seriously nowadays, they need to do much more 
of this sort of theorizing.”—RICHARD LESTER, The New 
Republic. $2.00 


At your bookstore, or 


00 HARVARD UNIVERSITY PRESS 
Cambridge 38, Massachusetts 
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INTERNATIONAL ECONOMIC PAPERS 
No. 2 


Translations prepared for the International Economic 
Association 


CONTENTS 


Value and Price in the Marxian System . LADISLAUS VON BORTKIEWICZ 
Archiv fiir Sozialwissenschaft und Sozialpolitik, 1907 


Some Remarks on Economic Accounting and the Law of 
Value...  «  «  «  « TADEUSZ DIETRICH 


Ekonomista, 1950 


On the Measurement of Utility of Public Works JULES DUPUIT 


Annales des Ponts et Chaussées, 1844 


ELI F. HECKSCHER 


David Davidson 
Ekonomisk Tidskrift, 1951 


Risk and the Rate of Interest . PIERRE MASSE 
Economie Appliquée, 1951 


H. A. A. DE MELVERDA 


The Illusion of Fixed Costs 
De Ingenieur, 1950 


Principles of Production Planning. ‘ : GIUSEPPE UGO PAPI 
Festschrift fiir Hans Mayer, and Giornale degli Economisti, 1949 


Structural Changes on the Labour Market and Mobility of the 
Wage Level .. -  KJELD PHILIP 


Nationaldkonomisk Tidsshrift, 1951 


Property and Power in the Theory of Distribution . . ERICH PREISER 
Synopsis, Festgabe fiir Alfred Weber, 1949 


Wage Level, Employment, and Economic Structure . _—D. B. J. SCHOUTEN 
Economie, 1951 


London New York 
Macmillan & Co. Ltd. Price $3.50 The Macmillan Company 


A special price of $2.80 net, plus 12 cents postage, has been arranged in co- 
operation with The Macmillan Company for members of the American Eco- 
nomic Association. Purchases at the special rate may be made by placing an 
order with Dr. James Washington Bell, Secretary, American Economic Associa- 
tion, Northwestern University. A covering check, made out to the Macmillan 
Company, must accompany the order. 
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UNITED NATIONS pusucarions 


ECONOMIC SURVEY of ASIA 
and the FAR EAST 1951 


Asian economic conditions during 1951, with emphasis on 
developments since the Korean war. Part I analyzes changes in 
production levels of foodstuffs, raw materials, fuel and power, 
and manufacturing. Part II reviews fluctuations in export earn- 
ings caused by the raw materials boom and its abatement, the 
expansion of imports through the relaxation of import controls, 
and changes in balances of trade and payments. Part III reviews 
changes in money and credit, public finance, and prices. 430 
pages. 130 tables. paper, $2.50 


PRELIMINARY REPORT on the 
WORLD SOCIAL SITUATION 


With Special Reference to Standard of Living 
Considers social conditions and trends throughout the world 
from many aspects: health, housing, food and nutrition, educa- 
tion, work and employment, special circumstances affecting 
standards of living, and general levels of income and welfare. 
These subjects, prepared with the cooperation of the Interna- 
tional Labor Organization, the Food and Agriculture Organiza- 
tion, Unesco, and the World Health Organization, are treated 
in great detail. Three concluding chapters give a regional ap- 
proach to the overall social problems of three separate areas: 
Latin America, the Middle East, and South and Southeast Asia. 
Social conditions in less-developed countries are stressed. 

“The Report is one of the important documents of our time.” 
Isador Lubin paper, $1.75 


AVAILABLE FROM 
Columbia University Press 2960 Broadway 27 
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Coming. in Gpril, 1953 


A New Text 


designed for a first course in economics 


OUR AMERICAN ECONOMY 
An Introductory Course 


By JIM E. REESE 

University of Oklahoma 
A realistic, factual analysis of the cur- 
rent economic scene, this elementary text 
explains in non-technical terms the under- 
lying forces which affect economic activity. 
Based on the belief that economics is a 
study of material well being, current prac- 
tices are evaluated in the light of their 
effect on income. The author has also 
stressed the factor of change or process and 
has pointed out the dynamic nature of our 


society. 


Houghton Mifflin Company 


Boston New York CHICAGO DALLas SAN FRANCISCO 
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For YOur classes 
@ ECONOMICS: PRINCIPLES AND APPLICATIONS 


By Dodd and Hasek 
A textbook that gives a balanced treatment of economic theory in understandable form. 


GOVERNMENT REGULATION OF BUSINESS 


By Anderson 
A mo emphasizing the legal, historical, social, economic, and political aspects of the 
subject. 


LABOR LAW AND LEGISLATION 


By Mueller 
A textbook bringing together an unbiased and objective modern treatise as it relates to labor 
and management, 


PUBLIC FINANCE 


By Bennett and Lippincott 


A textbook that presents an authoritative treatise that gives well-balanced attention to eco- 
nomic and financial aspects. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 2 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 


The Journal of 
Industrial Economics 


Editors: P. W. S. Andrews, Sir Henry Clay, and Professors Joel 
Dean, R. B. Heflebower, John Jewkes, and E. S. Mason. 


Three issues yearly. Annual subscription, $3: single copies, $1.40. 


This new Anglo-American journal is primarily devoted to the economic prob- 
lems of industry and commerce. It will contain articles of a scientific character, 
of value both to economists and business men, and will offer a medium for 
the increasing academic industrial research work in America and Britain. 


Contents of the first number: 

An American View of Raw Materials Problems, by E. $. MASON; Shortage of 
Capital, by N. I. MOMTCHILOFF; Price Policy in a Nationally Administered 
Industry, by FRED STONES: Steel Price Policy, by R. M. SHONE; The Prob- 
lem of Business Forecasting, by FRANK A. FRIDAY; Industrial Economics 
as a Specialist Subject, by P. W. S. ANDREWS. 


Send dollar check to 


BASIL BLACKWELL OXFORD ENGLAND 
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NEW 
Prentice-Hall texts 


industrial 
relations 


Personnel Principles and Policies: 
Modern Manpower Management 


by Dale Yoder, Director, Industrial Relations Center, 
University of Minnesota 


Simplified, up-to-date, and highly teachable, this text presents 
principles, policies, and problems of modern manpower manage- 
ment. Minimizing techniques, Yoder analyzes questions and prob- 
lems of policy from an objective, unbiased viewpoint. The text 
features a full chapter on organizational planning; special atten- 
tion on communication and motivation; early integration of col- 
lective bargaining as a part of manpower management; a special 
chapter on supervision and leadership; and 30 case problems. 


1952 6” x 9” 602 pages 


Economics of Agricultural Production 
and Resource Use 


by Earl O. Heady, lowa State College 


A complete analysis of agricultural economics, this new text in- 
tegrates the economics of the individual farm and national pro- 
duction problems. Emphasis throughout is on fundamentals of 
production and resource relationships, the conditions under which 
efficiency is attained, and the behavior patterns of persons who 
serve as managers and administrators of agricultural resources. 
In four parts, the text reviews the scope of the problem; studies 
the application of static or perfect knowledge principles to the 
individual producing unit; covers dynamics and resource man- 
agement under imperfect knowledge; and examines aggregative 
relationships and problems. 


1952 ay 850 pages 


Agricultural Policy of the United States 


by Harold G. Halcrow, University of Connecticut 


In this authoritative text the author presents the first general eco- 
nomic analysis of agricultural policy (including all major price 
and resource programs), plus the cconomic tools to use in the 
analysis of policy. The author discusses supply and demand for 
farm commoditics and shows how this type of analysis can be 
used in agricultural policy. He gives the historical development 
of all general programs by combining discussion of their actual 


development with economic analysis of the programs 


1952 55” x 83” 432 pages 


Prentice-Hall, inc. | 70 Fifth Ave. New York 11 


Economic History of Modern Europe 


by Heinrich E. Friedlaender, Harpur College (on leave); and 
Jacob Oser, Harpur College, State University of New York 


The authors trace the economic development of Europe from the 
beginning of the Industrial Revolution to the present day against 
a political and historical background. Divided into four parts, the 
text studies the period before 1870, 1870-1914, 1914-1939, and 
the period since 1939. Studies of the organization of the Ruhr 
district and the inter-relation between coke of the Ruhr and steel 
of Lorraine are included, together with information on the 
Schuman and Marshall plans as seen against their historical 
background. 


January 1953 6” x 9” approx. 576 pages 


Problems in Money and Bank Credit 
by Jobn A. Leavitt and Carl O. Hanson, both at Ohio University 


Designed to supplement any basic text in money and banking, 
this practical workbook contains 35 problems which help the 
student understand the mechanics of expansion and contraction in 
bank credit. Two types of problems are included: (1) problems 
to demonstrate the expansion of credit in a single-bank economy, 
multiple-bank economy, and a banking system with a central bank. 
These problems use the balance sheet approach. (2) Problems 
dealing with the factors actually determining bank reserves in the 
United States, the effects of government borrowing from banks, 
the relationship between the banking system, interest rates, eco- 
nomic activity, and related items. 


1952 6” x 9” 222 pages 


Economic Warfare 


by Yuan-li Wu, Research Economist, Stanford Research Institute 


A practical answer to the challenge of the cold war, this new text 
tells just what economic warfare ts explains how economi 
warfare can be conducted . . . and describes its major effects on 
normal international relations. Pertinent, timely and vital data 
fill the pages of the book. Mr. Wu critically examines such tools 
of economic warfare as export embargoes, re-export controls, in 
ternational allocation of shipping and critical materials, state trad- 


ing, pre-emptive purchases, freezing of foreign assets, and the like 


1952 554” x 834” 403 pages 


Prentice-Hall, inc. 70 Fifth Ave. New York 11 


Selected Case Problems in Industrial Management 


by Paul E. Holden and Frank K. Shallenberger, both at the 
Graduate School of Business at Stanford University 

Filled with thought-producing material, this challenging new case- 
book contains 77 carefully chosen problems based on key phases of 
modern industry in action. The case problems illustrate varied phases 
of industrial management as practiced in manufacturing enterprises 
of all types and sizes. The problems are based on actual situations and 
are not hypothetical, even though most of the company names are 
fictitious. 


February 1953 5g” x 834” approx. 384 pages 


Elements of Farm Management, Fourth Edition 
by John A. Hopkins, formerly at lowa State College; and 
William G. Murray, lowa State College 

Emphasizing the practical aspects of farm management, this new 
edition introduces the Farm Laboratory approach which gives students 
the opportunity to work out the application of the principles on a 
laboratory farm. The authors study farm management from the view- 
point of a student or young farmer who lives on a farm and encounters 
its practical problems from day to day. 


February 1953 59g” x 83/44” approx. 512 pages 


The Origin and Development of the 


American Economy 

by E. A. J. Johnson, Mutual Security Administration Mission to 
Yugoslavia; and Herman E. Krooss, Graduate School of Business 
Administration, New York University 

Tracing the origin and development of the basic parts of our present 
economic system, this new text shows how modern banking, business 
methods, corporations, trade unions, and other parts of our economy 
have been progressively developed. It shows also how public policy 
toward agriculture, commerce, investment, and labor has been formu- 
lated by a process of social experimentation. 


March 1953 55” x 834” approx. 464 pages 


Economics of Transportation 


by Russell E. Westmeyer, College of Business Administration, 
University of Arkansas 

Studying transportation as a public utility from its economic, regu- 
lation, and public policy aspects, this text gives students a realistic 
understanding of the vast transportation system of the United States. 
Four complete chapters are devoted to each of the newer forms of 
transportation: highway, domestic water, and air transportation. A 
very full treatment of railroad transportation ts included. 

1952 6” x 9” 741 pages 


Prentice-Hall, inc. 70 Fifth Avenue — New York 11, N.Y. 


ec-cj ptd. in u.s.a. 


New and Recent Holt Texts 


Money and Banking, Revised Edition 


WILLIAM H. STEINER, Brooklyn College 
ELI SHAPIRO, Massachusetts Institute of Technology 


A thoroughly revised and up-to-date text, stressing monetary and fiscal policy 
in a free-enterprise society. March, About 750 pp., Probably $6.00 


Business and Government, Revised Edition 
MARSHALL E. DIMOCK 


The revision brings the text up to date and adds a chapter on current prob- 
lems arising from the “cold war.” March, About 840 pp., Probably $5.75 


Managing Your Money 


J. K. LASSER and SYLVIA PORTER 


A lively, practical, and —_ helpful text on the management of personal and 
family finances. Just Published—January 1953, 430 pp., $4.00 


Pricing, Distribution, and Employment, Revised Edition 


JOE S. BAIN, University of California, Berkeley 


This completely revised and considerably enlarged text simplifies the treat- 
ment of the more complex concepts and refines the theoretical analysis of 
the major economic topics. March, About 800 pp., $6.00 


Elementary Statistics: With General Application, Revised Edition 
MORRIS M. BLAIR, The University of Tulsa 


Enlivens the learning of statistics by presenting clear, well-organized material, 
with a minimum of mathematics and a strong emphasis on practical, every- 
day application to the problems of life. 1952, 735 pages, $5.50 


Man and Modern Society 


KARL DE SCHWEINITZ, Northwestern University 
KENNETH W. THOMPSON, University of Chicago 
With Collaboration of PAUL K. HATT, late of Northwestern University 


The selections are organized and integrated to present a thorough analysis 
of modern society by leading social scientists. April, About 850 pp., Probably 
$6.00 


HENRY HOLT AND COMPANY 383 Madison Avenue, New York 17 
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TWO STUDIES IN PHYSIOCRACY 


Karl Marx Henry Higgs 
A HISTORY OF _ ECO. THE PHYSIOCRATS 
NOMIC THEORIES FROM f 
THE PHYSIOCRATS TO Six lectures on the French 
ADAM SMITH Economistes of the 18th Century 


Part one of Marx’s Theorien Uber den 
Mehrwert, edited with an introduction 


(Reprint of London Edition 


by Karl Kautsky; translated from the of 1897) 
French, with an introduction and 
notes by Terence McCarthy. $5.00 $3.25 


AT YOUR BOOKSELLER, OR FROM 


THE LANGLAND PRESS 


112 EAST 19TH ST., NEW YORK 3, NEW YORK 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 


in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 


The April 1953 issue will contain: 


Arithmancy, Theomancy and the Soviet Economy ......... Norman M. Kaplan 
Frederick B. Hawley’s Income Theory ...............-00+- Richard M. Davis 
Union Influence on Wages: The Construction Industry ....Stephen F. Sobotka 
The Demand for Money: The Development of an Economic Concept J. C. Gilbert 
A Survey of Contemporary Economics ............0..+005- M. Bronfenbrenner 
Book Reviews and Books Received 


FOUNDED IN 1892. Published bimonthly: February, April, June, August, October, 
December. Subscription rate $6.00 per volume. Single copy $1.50. pecial rates: 
$5.00 per — for faculty members teaching business or economics, %. » 
volume for gra + y- Seana in b or economics. Canadian postage 40 

Foreign postage 7 


The University of Chicago Press +5750 Ellis Ave., Chicago 37, Ill. 


Please mention Ture American Economic Review When Writing to Advertisers 


W. H. Riker-—DEMOCRACY IN THE 


Lawrence College 


UNITED STATES 


Here is a new text that analyzes our political and 
governmental institutions in order to answer the 
question: How can the democratic ideal be 
achieved in American practice? 


In the introductory chapter the author discusses 
and defines "democracy." Subsequent chapters 
analyze suffrage, the Constitution, Congress, the 
Presidency, the Supreme Court, and Federalism. 


The order of the subjects grows out of the defini- 
tion of democracy in Chapter | which states that 
the method of democracy is "electoral" respon- 
sibility. The author considers particular institutions 
in order of their closeness to the electoral process: 
suffrage, civil liberties, the party system, and the 
constitutional system. Paper bound. Ready in Feb- 
ruary 


J. D. Black—tntroduction to 


Harvard University 


ECONOMICS FOR 
AGRICULTURE 


This text is organized to fit the agricultural stu- 
dent's needs. After an orientation of background 
material, it moves into the economics of produc- 
tion, the foremost concern of agricultural students. 
Consumption is developed before marketing and 
prices because an understanding of demand is a 
prerequisite to an understanding of marketing. 
Unlike other books in economics, this one begins 
with the firm and then brings in the nation and 
other social aggregates. It reserves all but a few of 
the elementary facts concerning money and bank- 
ing until the student is in a better position to un- 
derstand their true roles in the economy. It con- 
cludes with a broad statement of public policy in 
agriculture. Ready in the spring. 


60 FIFTH AVENUE, NEW YORK 11 
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MORTGAGE BANKING 


Editor: Rosert H. Pease, Vice-President, Draper & Kramer, Inc., Chicago and The 

University of Chicago; and Homer V. Cuerrincton, Northwestern University. In press 
Intended as a text and reference work, this unique book presents a completely objective 
approach to mortgage lending, including a history of the business, a careful study of finan- 
cial and economic fields as background, and the best methods used today. Operations are 
analyzed in terms of purpose, method, and result. 


FOREIGN COMMERCE 


By Harotp J. Hecx, Tulane University. Ready in April 


Synthesizes international economic principles and the functioning of the foreign commerce 
“industry.” The first two sections describe the business of foreign commerce-patterns, 
organizations, and some practices. The third section discusses theoretical aspects and 
includes chapters of broader application, on foreign exchange and investments. Parts IV 
and V deal with “national” restrictive and promotional policies and intergovernmental 
arrangements. 


THE ECONOMIC ORGANIZATION OF AGRICULTURE 


By Tueopore W. Scuurtz, The University of Chicago. 374 pages, $5.50 


This new text offers an analysis of two sets of problems: 1) the functioning of an economy | 
which is experiencing economic growth and development, and the implications of this 
process for agriculture, and 2) the stability attributes of the economy in relation to agri- 
culture. Since 1945 this theory has been substantially advanced, and this volume makes 
a real contribution to the empirical understanding of the functioning of the American 
economy. 


INDUSTRIAL TRAFFIC MANAGEMENT 


By Tuurman W. VanMetre, Columbia University. 552 pages, $6.50 


As a text and reference volume for men in the field, this book deals with the physical 
operation of transportation facilities and business practices and policies of the transpor- | 
tation industry only as they affect the purchaser of transportation services—the traffic | 
manager. 


CREDIT AND COLLECTION PRINCIPLES AND PRACTICE 
New 6th Edition 


By Ausert F. Cuapin, New York University. Ready in April 


Thoroughly reworked, this leading text in its field provides a comprehensive view of the 
practical management of credits and collections in the financing, manufacturing, and 
wholesaling fields. It also offers the student a thorough understanding of the problems 
and scope of consumer credit. 


Send for copies 


McGRAW-HILL 


330 West 42nd Street 
| 
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INVESTMENT TIMING: The Formula Plan Approach 


By C. Swney Corrie and W. Tate Wuirman, Emory University. Ready in May 
A reference work and practical handbook, this text offers a critical analysis of formula 
plans, the most important technique yet developed for coping with cyclical hazards of 
equity investing. It provides a thorough understanding of formula plans and the informa- 
tion essential to considered decisions of their use in the investment program. 


MARKETING: An Institutional Approach. New 2nd Edition 


By Epwarp A. Duppy, The University of Chicago, and D. A. Reycan, University 
of California. Business and Economics Publications. Ready in June 
Thoroughly rewritten for simplification and readability, this excellent text provides the 
student with a comprehensive knowledge of the meaning of marketing, and of the organic 
way in which economic society is organized to carry on marketing transactions. 


A GUIDE TO KEYNES 


By Atvin N. Hansen, Harvard University. Economics Handbook Series. Ready in April 
An excellent tutorial guide to Keynes’ THE GENERAL THEORY, this text aims to induce 
the student to read Keynes and to assist him in understanding it. Not a substitute for 
Keynes’ book, but intended to be used in conjunction with it, this volume is designed for the 
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